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Tue Bureau of Economic and Business Research of the 
Temple University School of Business and Public Admin- 
istration was organized to provide a vehicle for stimulat- 
ing and coordinating analytical studies. Its primary 
objectives include (1) service to the alumni as well as to 
the faculty and students of the University by bringing 
to their attention pertinent developments in the world of 
business, and (2) service to business and government by 
making contributions to the solution of specific problems. 
To this end, the Bureau both carries on specialized research 
and publishes quarterly the Economics and Business 
Bulletin, containing some of the significant results of its 
current studies. 


The reader’s appraisal of the Bulletin and comments 
upon it are solicited. The Bureau also will appreciate 
receiving suggestions and requests for particular studies. 


The opinions and views expressed in the articles con- 
tained in this Bulletin are those of the writers and cannot 
be construed as the official opinions or policies of the 
School of Business, 
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The Origins of the Agricultural Price Support Program 
by HENRY M. M. RICHARDS* 


The agriculture price support program is 
a product of the economic maladjust- 
ments caused by modern war, and of the 
farmer's quest for economic security. It 
is a partnership between the farmer and 
federal economic and political power to 
give him more effective bargaining 
power in markets characterized by ele- 
ments of monopolistic competition. As 
an instrument for waging modern war, 
the price support program has achieved 
a degree of essentiality and permanence 
out of which may readily grow a tradi- 
tion. 


THE federal program for the support 
of agricultural prices provides a study 
in paradoxes. Notwithstanding the fact 
that in 1951 the consumer paid the high- 
est prices for food in recent American his- 
tory, more than $2 billion of public funds 
were applied to the support of agri- 
cultural prices.1 Even though the farmer 
received record prices for his products 
last year, federal price support opera- 
tions were conducted at the greatest an- 
nual loss since the program was inaugu- 
rated.2 Although net farm income in 1951 
was the fourth largest on record, and an 
even larger income has been forecast for 
the current year, the federal budget calls 
for increased appropriations for the sup- 
port of agricultural prices.3 


*Henry M. M. Richards is a member of the 

Finance Faculty of the Temple Univer- 
sity School of Business and Public Ad- 
ministration. He has also been an eco- 
nomic consultant to the Philadelphia 
Federal Reserve Bank. 


1Bureau of Labor Statistics and U. S. De- 
partment of Agriculture, Commodity Credit 
Corporation, Report of Financial Condition 
and Operations, June 1951. 


2U. S. Department of Agriculture, Com- 
modity Credit Corporation, Report of Fi- 
nancial Condition and Operations, June 
1951, and U. S. Department of Agriculture, 
Agricultural Prices, December 29, 1951. 


—oetnes Message of the President, Janu- 
ary 21, 1952. 


Behind these paradoxes lie economic 
and political factors out of which there 
developed an institution of major import 
to the politico-economic fabric of the 
nation. The significance of the federal 
agricultural price support program is not 
derived from the sums of public funds 
spent on it, although the total is not in- 
considerable. Rather, the program is im- 
portant, first, because it has become 
accepted as a Jegitimate function of the 
Federal Government and, it would ap- 
pear, will be a part of the national scene 
for years to come. Members of the Con- 
gress may consider the advisability or 
possibility of reducing the scope of the 
program or its cost to the people, but 
few voices are heard opposing the prin- 
ciple of federal intervention in the mar- 
ket area in support of agricultural prices. 

Second, the program establishes a 
measure of federal control over agricul- 
ture which may have long range implica- 
tions respecting the freedom of the 
farmer to make economic decisions. Pro- 
duction goals, implemented through the 
price support mechanism and the eco- 
nomic penalties attendant thereto for 
noncompliance, shift the burden of mak- 
ing economic decisions to some extent 
from the farmer to the Department of 
Agriculture, a practice which cannot be 
counted upon to strengthen the determi- 
nation of the farmer voluntarily to ad- 
just production to demand. 

Third and finally, the price support 
program sets a precedent for the exten- 
sion of an increasing amount of federal 
control over other areas of private enter- 
prise. The Employment Act of 1946, 
while requiring that its goals be sought 
within the limits of private enterprise, 
contains no restrictions on the extension 
of federal influence and control in the 
market place. Therefore, if the support 
of agricultural prices is a prerequisite to 
the full employment of agricultural re- 
sources, why not also support industrial 
prices to promote industrial activity ? 
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The agricultural price support program 
raises many questions. Perhaps the most 
persistent of these at a time when farm 
income is holding close to record levels 
is: Is the program necessary? Consider- 
ing the degree to which the program en- 
hances the paternalistic role of the Fed- 
eral Government, it may well be asked, is 
the program desirable. The answers 
must be found in terms of the contribu- 
tion of the program to economic progress, 
and in the light of the announced federal 
objective of preserving a sufficiently large 
area of private enterprise to give mean- 
ing to the term economic freedom. 


It is not the purpose of this study to 
provide answers to these questions, if 
that were possible, but rather it is the 
purpose to explain the origins of the pro- 
gram in order that the stage may be 
set for an adequate inquiry into its feasi- 
bility and desirability. Only through an 
appreciation of the factors which gave 
birth to the program can it adequately 
be appraised. Most of the original forces 
which moved the Congress to embark 
upon the price support experiment have 
their current counterpart giving equally 
strong political support to the continua- 
tion of the program. In this case, it is 
not too much to claim that an under- 
standing of the forces from which the 
price support program emerged will also 
provide the reasons for its perpetuation, 
at least into the foreseeable future. 


The descriptions which follow may also 
throw some light on the problem of the 
desirability of continuing the program, 
even though this is not a currently prac- 
tical political inquiry. It would seem that 
with so much of the national effort di- 
verted to the preservation of the Ameri- 
can way of life, an inquiry into any 
practice or institution which serves to 
reduce or restrict the area of free enter- 
prise is appropriate. The price support 
program is such an institution. In effect, 
it sacrifices a measure of economic free- 
dom on the farm for greater economic 
security. A reappraisal of the program 
is therefore in order, and as an initial 
step, this study proposes to reacquaint 


the reader with the original raison d’étre 


of the price support program. 


THE PRELUDE TO 
FEDERAL PRICE SUPPORT 


The developments leading to the first 
Agricultural Adjustment Act in 1988 may 
be summarized as follows: 


(1) War in Europe interrupted the flow 
of normal east-west European commerce, 
causing the nations of the workshop of 
western Europe to turn to the Western 
Hemisphere for food and to autarchy in 
self-defense. 


(2) In the United States the war cre- 
ated a precedent for the support of agri- 
cultural prices by the Federal Govern- 
ment. 


(3) The Peace of Paris perpetuated the 
warborn obstacles to east-west Euro- 
pean trade, thereby retarding European 
economic recovery and speeding the race 
to autarchy which thereupon, spread like 
a rash across the nations, reaching the 
shores of the United States in the early 
1930's. 


(4) The sharp rise in the demand for 
United States foodstuffs from Western 
European nations during the war drove 
agricultural prices upward. This factor 
was supplemented by Administration ex- 
hortations to the farmer to expand his 
acreage and, by an increase in credit, 
to facilitate acreage expansion. The re- 
sult was a speculative flurry in farm real 
estate at record prices to the accompani- 
ment of an unprecedented rise in the 
volume of farm mortgage debt. 


(5) This was but one more demonstra- 
tion of the difficulty of adjusting the 
supply of agricultural commodities to the 
sometimes rapidly changing demand, It 
also raised the spectre of overproduction 
in the postwar period, a problem which 
the farmer, acting individually and inde- 
pendently, was in no position to solve. 
This was the problem of producing in 
an almost purely competitive market for 
sale, in many instances, in markets hav- 
ing some of the characteristics of mo- 
nopolistic competition. 
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(6) The farmer had been accused of 
obstinence to change and of ignorance 
of his commercial opportunities and re- 
sponsibilities. But, the record proves that 
he was responsive to changing circum- 
stances and moved to improve his eco- 
nomic position just as any entrepreneur. 
The cooperative movement, which gained 
favor with the farmer during the war 
and postwar period, was a case in point. 


(7) To facilitate the post war adjust- 
ment of the farmer, agents of the U. S. 
Department of Agriculture sponsored the 
organization of the American Farm 
Bureau Federation which provided, once 
more, a link between the farm and poli- 
tics in the nation’s Capitol. Thereafter 
the voice of the farmer could be heard 
effectively in the halls of Congress and 
the Administration was better able to 
assist the farmer by obtaining more re- 
sponsive and uniform cooperation from 
him. In short, a team was created giving 
the farmer tools of monopolistic compet- 
tition which had not been available to him 
earlier. Henceforth, he could bargain on 
more equal terms with his customers. 


(8) The farm bloc, newly formed in 
both houses of Congress at the close of 
the war, gave expression to the new 
partnership. But, it was the construction 

of the Senate which provided the farmer 
| with the backbone of his strength in the 
nation’s Capitol. Here the farm states, 
each with two spokesmen, carried suffi- 
cient weight to give effect to the demands 
of the farmer, and, through the Senate, 
the farmer could bargain for politically- 
| supported economic advantages on an 
| equal footing with industry. 


(9) These developments, in turn, gave 
rise to an unprecedented degree of pa- 
| ternalism at the federal level, which, 
with its sprawling and growing bureauc- 
racy, tends to be self-perpetuating. 


As an initial product of these factors, 
the Federal Government unwillingly 
“backed into” a peacetime program for 
the support of agricultural prices. That 
which was to exist as a necessary evil 
for the duration of the agricultural de- 
pression has remained to become a per- 


manent and signal facet of federal po- 
litico-economic policy defined in the Em- 
ployment Act of 1946. A program evolved 
from the dislocations of war to provide 
relief therefrom, has remained to become 
an instrument of modern warfare. An 
experiment in relief bids fair to grow to 
the stature of a tradition of paternalism. 
It now remains to consider these develop- 
ments in some detail. 


WORLD WAR I — THE CRADLE OF 
THE PRICE SUPPORT MOVEMENT 


Within a year after the outbreak of 
war in Europe, foreign demand for 
American agricultural commodities, espe- 
cially cereals, meats, fats and dairy prod- 
ucts, increased sharply. Among the rea- 
sons for this development were the 
following: The combatant armies cut off 
Western Europe from Eastern European 
markets which normally supplied the bulk 
of the food requirements of the workshop 
of the Continent. In Western Europe, 
large numbers of men engaged in farm- 
ing were called into military service. A 
considerable amount of land ordinarily 
devoted to agricultural production was 
overrun by the armed forces. A shortage 
of shipping space effectively eliminated 
such distant overseas sources of food as 
Australia and Argentine. The proximity 
of the United States and the feasibility 
of convoying supplies across the Atlantic 
turned the attention of the Western 
European Allies to the United States as 
a potential source of increased food sup- 
plies during the conflict. The normal 
existence in the United States of large 
exportable agricultural surpluses which 
for many years had been shipped to 
Europe made the choice of the American 
market a natural one. To this must be 
added the presence of large British in- 
vestments in the United States, which 
might be—and to some extent were— 
liquidated to pay for purchases here. 
Finally, the long friendly relations be- 
tween the United States and the United 
Kingdom suggested the possibility of 
negotiating financial assistance here, 
should British resources prove to be in- 
adequate for the purchase of the total 
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TABLE I 


Production and Export of Selected Agricultural Commodities from the 
United States During World War 1* 


1915 1916 1917 1918 1919 

Wheat 

Production ...... + 39 — 13 — 15 + 24 + 81 

ae + 169 + 118 + 68 + 108 + 166 
Oats 

Production ...... + 81 + 4 + 82 + 81 + 8 

+ 769 + 746 + 800 + 948 + 440 
Barley 

Production ...... + 25 — 4 + 10 + 37 oe 

MRPOFtS 2... 0000 + 2389 + 219 + 156 + 183 + 455 
Rye 

Production ...... + 27 + 19 + 66 + 130 + 116 

OS +1600 +1900 +1700 +2000 +5000 
Potatoes 

Production ...... — 4 — 23 + 18 — 2 — 15 

+ 116 + 77 + 33 + 111 + 100 
Tobacco 

Production ...... + 10 + 17 + 26 + 388 + 38 

OTES. + 13 + 26 — 85 + 6 + 103 
Beef 

Production ...... — 4 + 1 + 14 + 22 + 6 

ss + 154 + 88 + 88 + 271 + 101 
Pork 

Production ...... + 12 + 21 + 4 + 23 + 25 

ee + 34 + 42 + 27 + 120 + 158 


Source: U. S. Department of Agriculture, Agricultural Statistics, 1942. 
*Percent increase (+) or decrease (—) from the 1910-1914 average. 


quantity of supplies needed. 


As a result of these considerations 
the Western European Allies sent pur- 
chasing commissions to this country 
shortly after the outbreak of hostilities 
and these entered large orders for Ameri- 
can agricultural commodities. Exports 
of the chief exportables, wheat and other 
grains, beef, pork and dairy products 
increased sharply in 1915 over prewar 
levels and remained at abnormally high 
levels throughout the war.* 


The response of the American farmer 
to the sudden, sharp increase in the de- 
mand for his products, while immediate, 
was, on the whole, inadequate. Cereal 
production was expanded as much as 39 
percent in 1915, and pork and tobacco 
production also rose in that year over 
pre-war levels. The production of beef 


“See Frank M. Surface, The Grain Trade 
During the World War, 1928, passim. 


actually declined 4 percent in 1915. The 
expansion in production which was 
achieved, however, was by no means suffi- 
cient to satisfy the demand either in 1915 
or during the remainder of the conflict. 


A number of factors contributed to the 
inability of the American farmer to raise 
production to the new level of demand as 
rapidly as demand grew. In the first 
place, the farmer, already cultivating his 
maximum acreage, could expand produc- 
tion only by more intensive and expert 
cultivation, or by adding to his acreage. 
The former was a slow process, the lat- 
ter one which involved capital not im- 
mediately available to many. Moreover, 
it was a step replete with long range im- 
plications for agricultural prices not to 
be undertaken without some assurance of 
the maintenance of a high level of de- 
mand or without such additional incen- 
tives as were provided as the war dragged 
on. The attraction of farm labor and 
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TABLE II 
Index Numbers of Prices Received by Farmers, by Product Groups, United States, 


1915-19 (August 1909 - 


July 1914 equals 100) 


Year beginning July 


1915 1916 1917 1918 1919 
tis 109 172 230 227 248 
Cotton and Cottonseed ........ 94 148 229 233 285 
Dairy Producta 104 120 148 175 196 
Chicken and Eggs ............. 104 137 168 197 219 
Meat 111 147 195 214 191 


Source: U. S. Department of Agriculture, op. cit. 1942, p. 648. 


families to urban factoric: by abundant 
job opportunities at hig! » .ges, and the 
drafting of considerabl’ :ubers of farm 
youths in 1917 and 1° = »= .rded the rate 
of increase on agriculturs production. It 
was not until the closing years of the 
war that sufficient agricultural machinery 
was available to compensate materially 
for the loss in manpower. Moreover, an 
acute fertilizer shortage resulting from 
the withdrawal of the German supply 
during the war provided an obstacle to 
more intensive cultivation. Adverse 
weather in 1916 and 1917 and plant dis- 
ease and insect pests took a considerable 
toll of certain crops during those years.5 


The inevitable consequence of the lag 
in production behind the warborne de- 
mand was an increase in agricultural 
prices. A slight rise in 1915 was followed 
by an increase of 57 percent in grain 
prices and 32 percent in the prices of meat 
animals at the farm in 1916. Persistent 
demand carried grain prices at the farm 
up an additional 33 percent and prices of 
meat animals 32 percent in 1917. During 
the remaining years of the war, further 
moderate increases were experienced in 
spite of rationing and food conservation 


5From January 1, 1914 to January 1, 1919, 
farm declined 1.4 million. See 
U. S. Department of Agriculture, Popula- 
tion Estimates, 1900-1913, December 1943. 
The application of fertilizer fell from 1.1 
million tons in 1914 to 715 thousand tons 
in 1916 and failed to reach the 1914 level 
until 1920. See U. S. Department of Agri- 
culture, Farm Production Practice, Costs 
and Returns, October 1949. 


programs, and at the peak of the rise, 
grain prices stood at nearly 2% times the 
1910-14 average at the farm. Even com- 
modities not important as exportables 
shared in the increase, although gen- 
erally speaking they did not advance in 
price to the same extent as did those 
upon which the pressure of foreign de- 
mand was greatest. 


The Wartime Experiment in 
Price Support 

It is something of a paradox that with 
rising agricultural prices the Federal 
Government should have established pro- 
grams for the support of the prices of 
wheat and hogs during the war. Yet, this 
is precisely what happened. From 1917 
to 1920 the Federal Government expended 
nearly $2 billion for the support of the 
price of wheat, and, in the process, en- 
gaged in an unprecedented exercise of 
its licensing powers to gain compliance 
with the program. During the same 
period, it broke the Allied blockade of 
the Central Powers in order to fulfill its 
pledge to the American farmer to sup- 
port the price of hogs. The essential pur- 
pose of these drastic measures was to 
increase the production of both commodi- 
ties. The programs are significant to an 
understanding of the current price sup- 
port effort, not alone because they com- 
prised the first price support effort of the 
Federal Government, but because they 
aided in paving the way for more general 
acceptance of the idea of federal inter- 
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vention in the market as a means of 
economic assistance to the farmer. In 
other words, the wartime price support 
programs set a precedent. 


Supporting the Price of Wheat 


The problem giving birth to the pro- 
gram for the support of the price of 
wheat arose in the spring of 1917. Asa 
result of winter kill, estimates of the 
1917 crop had been reduced to 650 mil- 
lion bushels, barely enough for domestic 
consumption. The carryover from the 
1916 crop was estimated at only 51 mil- 
lion bushels, an abnormally low figure. 
Foreign demand, however, was estimated 
to be 621 million bushels. Obviously, 
prospective supplies were wholly inade- 
quate. On the strength of this statistical 
outlook, the Allies purchased all the cash 
and May wheat available, achieved a cor- 
ner on wheat, and drove up the price to 
$2.98 per bushel at Chicago in May, 1917.® 
The situation was deemed critical and on 
May 12, 1917, the Chicago Board of Trade, 
at the request of the government, sus- 
pended trading in wheat. 


At this point, government intervention 
to stabilize the price of wheat was advo- 
cated successfully by the milling indus- 
try.7 The reasons for this advocacy 
stemmed in part from the loss of hedg- 
ing facilities when trading in wheat was 
suspended. Even more compelling was a 
determined effort on the part of the 
Allies to drive down the price of wheat. 
This effort took the form of an Allied 
purchasing agency, created to combine 
the purchasing activities of the Allies 
and thereby to achieve some of the ad- 
vantages of a monopsony in the export 
trade in wheat. This agent, the Wheat 
Export Company, Inc., determined to pay 
no more than $1.50 per bushel at Chicago 
for wheat in order to lay down American 
wheat to their people at $1.80 per bushel.8 
Some success attended these efforts as the 
price of wheat declined steadily there- 


*Surface, op. eit., p. 315. 
Ibid., p. 93. 
SIbid., p. 39. 


after to $2.17 per bushel at Chicago in 
October, 1917.° 


Without a hedge and faced with the 
prospects of a steadily declining price, 
the grain dealers and flour millers, 
through the Council of Grain Exchanges, 
made representations to Washington in 
April, 1917, for government intervention 
to stabilize the price and offer some 
guarantee of price stability to the mar- 
ket.1° Said Julius Barnes, a leader of 
this movement, “I cannot repeat too 
strongly that not only to keep the Allied 
buying within bounds and treat it fairly 
but also to guarantee to the mills such 
a stabilized price as will enable them to 
reflect a fair flour price, the Government 
must control the crop in some form.” 11 
Herbert C. Hoover, relief administrator 
in Belgium, urged by the Council of Na- 
tional Defense to return to the United 
States to direct the distribution of food, 
lent the weight of his influence to the 
proposal.12. Congress, somewhat reluc- 
tantly, thereupon launched the first fed- 
eral price support experiment with the 
enactment of the Lever Food Control 
Act of August, 1917. 


The Act empowered the President to 
fix the price of wheat, and, in order to 
implement such a decree, to purchase, 
store, and sell wheat flour and other agri- 
cultural commodities “at reasonable 
prices,” to license food handlers and to 
prescribe regulations for licensing them, 
to requisition food, feed and other sup- 
plies for the armed forces, and to create 
an agency to carry out the provisions of 
the Act. 


The Agency, the Food Administration 
Grain Corporation, established a price of 
$2.20 per bushel for wheat and entered 
into agreements with handlers and mill- 
ers to maintain that price.13 It will be 
noted that at this stage the support was 


*Peterson, Paul G., “Prices of Wheat and 
Wheat Products,” History of Prices During 
the War, War Industries Board, Price Bul- 
letin No. 9, p. 17. 


WSurface, op. cit., p. 39. 
p. 39. 

p. 4. 

13Ibid., pp. 68-74. 
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lent at the market rather than at the 
farm because the bulk of the 1917 crop 
had already been harvested and marketed. 
The Agency supplemented its agreements 
in the trade with purchasers at the fixed 
price. 


The second step of the Agency was to 
wrest control over exports from the 
Wheat Export Company, Inc. This was 
accomplished through an agreement bind- 
ing that concern to take all surplus wheat 
offered by the Agency at the support 
price. To counteract the monopsony of 
the Wheat Export Company, Inc., the 
Agency achieved a monopoly of wheat 
flour exports through its licensing 
powers. 


With the approach of the 1918 crop, 
an opportunity was presented to the 
Agency to stabilize the price of wheat by 
controlling the crop “behind the eleva- 
tor.” This was accomplished as the 
Agency purchased the bulk of the crop 
at the farm at the guaranteed price, now 
$2.26 per bushel, and by licensing all 
other purchasers. The agreements of the 
previous year, having become super- 
fluous, were terminated. 


In anticipation of the planting of the 
1919 crop, and to encourage the planting 
of a large crop, the Agency, on Septem- 
ber 8, 1918, announced the continuation 
of a guaranteed price of $2.26 per bushel 
for the new crop. But, within 6 weeks 
of this announcement, the Armistice was 
signed, and the Agency was faced with a 
serious situation respecting its price 
guarantee. Acreage planted to the 1919 
crop was the largest in history, and, 
weather permitting, 1919 wheat supplies 
promised to be ample. The prospects of 
exporting sufficient quantities of these 
supplies to maintain the price at the 
guaranteed level dwindled quickly with 
the Armistice, however. If the shipping 
shortage could be relieved, the accumu- 
lated surpluses of Argentina and Aus- 
tralia would flood the western European 
market at prices well below the Ameri- 
can guaranteed price. Anticipating this 
development, the Wheat Export Com- 
pany, Inc., cancelled its contract with the 


Agency and ceased purchasing American 
wheat. It looked as though exports would 
not exceed 300 million bushels, and that 
the carryover would reach the extraordi- 
nary total of 300 million bushels. 


Both Congress and Food Administrator 
Hoover took immediate steps to meet the 
crisis. Congress appropriated $1 billion 
for the support of the price of wheat 
and authorized the creation of a new and 
larger agency with a capital of $500 mil- 
lion to undertake the task. The new 
agency was empowered to purchase and 
sell wheat for cash at home and abroad; 
it was empowered to control the import 
and export of wheat and flour; and it 
could prohibit unfair trade practices. 


The new agency, the United States 
Grain Corporation, upon assuming the 
assets and obligations of its predecessor 
on May 14, 1919, immediately required 
licenses of all concerns engaged in stor- 
ing, distributing, manufacturing, import- 
ing, and exporting wheat or flour, and 
thereby both controlled the price of wheat 
in the domestic market and also achieved 
control over wheat exports. 


In the meantime, Food Administrator 
Hoover sailed for Europe on November 
18, 1918, both to accelerate the relief 
program there, and also to make over- 
tures to the Allies to resume their pur- 
chases of wheat.14 His vigorous efforts 
were at length attended with success 
when the United States Treasury threat- 
ened to withhold advances promised for 
the reconstruction of Europe until the 
Allies fulfilled their wheat-purchasing 
commitments. The Allies signed a new 
contract for the purchase of wheat, to 
be financed by credits granted by the 
United States Treasury.15 The wheat 
crisis was further relieved by the unex- 
pected prolongation of the shipping short- 
age and by the appearance of exchange 
difficulties, all of which delayed and im- 
peded the release of Argentinian and 
Australian wheat surpluses.16 


MIbid., p. 338. 
Ibid., p. 210. 
WIbid., p. 290. 
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The Administration program for the 
support of the price of wheat was a suc- 
cess. At no time from the inauguration 
of the program in September, 1917 until 
the end of the guarantee in May, 1920, 
did the Chicago price of wheat fall be- 
low the guaranteed minimum price. The 
ingredients of success were (1) the un- 
stinting use of the licensing powers 
granted the Administration by Congress, 
(2) the achievement of an export mo- 
nopoly by the agency, and (3) the pur- 
chase of significant proportions of the 
1918 crop,!7 and (4) the good offices of 
the United States Treasury which was 
prepared to make sizeable advances for 
the reconstruction of Europe. 


Supporting the Price of Hogs 

The Administration also supported the 
price of hogs during the war. After the 
war broke out in Europe, the western 
allies turned to the United States to re- 
coup their deficits in feed supplies, in an 
effort to maintain their animals. The rea- 
sons for seeking American exports in this 
case were identical to those which prompt- 
ed them to turn to the United States 
for wheat. Feed purchases mounted rap- 
idly as the war dragged on. At the same 
time, the Allies held down their purchases 
of animal products in this country. The 
American hog farmer bore the brunt of 
this crossfire. Feed prices rose relative 
to prices for marketable animals with the 
result that farmers were induced to 
slaughter at light weights, a practice 
which threatened to reduce the size of 
domestic herds and droves.18 


The situation reached a critical stage 
during the summer and fall of 1917 when 
the hog-corn ratio fell to abnormally low 
levels. At this point, the Food Adminis- 


“Total purchases of the price support 
agencies amounted to 491 million bushels 
of wheat and 57 million barrels of flour at 
a cost of $1.7 billions. Wheat purchases 
amounted to 11% of the 1917 crop, 30% of 
the 1918 crop, and 14% of the 1919 crop. 

WHog slaughter, which in the years im- 
mediately preceding the war had averaged 
54.4 millions annually, increased to 62 mil- 
lions in 1915 and 67 millions in 1916. Hog 
numbers on farms declined from 60.6 mil- 
lions on January 1, 1916 to 57.6 millions on 
January 1, 1917. 


tration decided to intervene to save 
American droves. Behind this decision 
lay the critical need for fats. The quick- 
est way to increase the supply of fats was 
deemed to be an increase in the hog pop- 
ulation and feeding them to heavier 
weights. Among the effective economic in- 
ducements for the achievement of this end 
was lowering the price of corn, the prin- 
cipal ingredient in hog feed, in relation to 
the market price for hogs, or, in other 
words, to raise the hog-corn ratio. 

This the Administration decided to do 
and, it was announced on November 13, 
1917, that, “As to the hogs farrowed next 
spring, we will try to establish the price 
so that the farmer can count on getting 
for each 100 pounds of hogs ready for 
market, 18 times the average cost per 
bushel of the corn fed to the hogs.” 
The announcement warned: “Let there 
be no misunderstanding of this state- 
ment. It is not a guarantee backed by 
money. It is not a promise by the pack- 
ers. It is a statement of the intention 
and policy of the Food Administration, 
which means to do justice to the far- 
mer.” 19 

The Administration used its licensing 
powers to implement the promise. Pack- 
ers were obliged to obtain Federal li- 
censes to continue in business, and then 
were induced to enter into “voluntary 
agreements” with the Administration to 
maintain the then-official price at the 
principal markets. Exporters likewise 
were required to obtain a Federal license 
to continue in business and then were 
regulated as to the minimum price paid 
for hog products. Finally, the Adminis- 
tration obtained an agreement from the 
Allied Provision Export Commission to 
purchase its pork products through the 
Food Administration and to pay the 
prices set by the Administration. The 
Commission took 80-40 percent of the 
total pork produced under federal in- 
spection each month, enough to influence 
the price. 


w~Quoted by Genung, A. B., “Agriculture 
in the World War Period,” U. S. Depart- 
ment of Agriculture, Yearbook of Agricul- 
ture, 1940, p. 286. 
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With its licensing powers and control 
of the export of pork products, the Ad- 
ministration was able, without benefit of 
special legislation, to maintain a price 
for hogs sufficiently above the cost of 
feed to accomplish its objective, although 
the 13 to 1 ratio proved to be an imprac- 
tical goal.2° But the effort to support the 
price of hogs faced a crisis with the sign- 
ing of the Armistice as did the program 
for the support of the price of wheat. 
The Allies canceled orders aggregating 
360 million pounds of pork products on 
the heels of the Armistice. Farmers, un- 
certain as to the future of hog prices, 
shipped hogs to market in unusually large 
numbers, and the slaughter of hogs from 
December, 1918, to February, 1919, was 
the heaviest on record.21 Huge surpluses 
of hog products piled up. 


The Grain Corporation, which up to 
this time had declined to engage directly 
in the support of hog prices because its 
capital was deemed inadequate for the 
purpose, now stepped in and purchased 
50 million pounds for relief purposes. 
Through the efforts of the Food Adminis- 
trator, the Belgian Relief Commission, 
the American Relief Administration, the 
Army, the French and Italian Govern- 
ments and even the Central Powers 
placed substantial orders for pork prod- 
ucts. Delivery to the Central Powers 
involved breaking the Allied blockade, 
a step to which the Allied Powers agreed 
reluctantly only after the most vigorous 
representations by Administrator Hoover. 

The effort to maintain hog prices was 
terminated on March 6, 1919, at which 
time the license requirements were re- 
voked. By this time, the European block- 
ade had been lifted and European mar- 
kets were clamoring for pork products. 
Price support was no longer necessary. 


The price support program of World 
War I demonstrated: (1) how far the 
national conscience had retreated from 
the espousal of laissez-faire; and (2) the 


2»The number of hogs on farms increased 
to a record of 64.3 million on January 1, 
1919 

“Surface, Frank M., American Pork Pro- 
duction in the W World War, 1926. 


importance and practicality of federal 
interference in the market place for the 
redirection of economic effort toward 
military ends. Perhaps similar demon- 
strations would have appeared on the 
national scene in time without war, as 
the free market was curbed more and 
more in the name of economic security. 
But, the significant facts are that the 
price support programs were born of 
war, were revived to ameliorate condi- 
tions growing out of war, and are per- 
petuated as an instrument of war. 


SPECULATION IN REAL ESTATE 


For more than 50 years prior to World 
War I, the American farmer had been 
a perennial speculator in land. Specula- 
tion had provided the means of economic 
survival in spite of improper soil manage- 
ment and inadequate commercial tech- 
niques. But, at no time was the specu- 
lation fever greater than during the clos- 
ing years of the war. And, what is of 
much greater importance, no prior period 
of speculation in land produced as wide- 
spread economic suffering. For, unlike 
earlier periods of speculative fever, this 
one provided no avenue of escape for 
the farmer. The never-ending stream of 
optimists driving up the price of farm 
land as they moved westward during the 
19th Century had dried up by World War 
I. This time the farmer would have to 
bear the brunt of malinvestment without 
benefit of relief through ever-buoyant 
land prices. The economic suffering at- 
tending the speculation in farm land dur- 
ing World War I is directly traceable as 
one of the roots of the modern price sup- 
port program. 

What provoked the speculative fever 
in farm land in 1918 and 1919? (1) As 
prices at the farm advanced more rapidly 
than the costs of production, farm in- 
come swelled to record proportions. Net 
farm income advanced 125 percent from 
1915 to 1919, a development sufficient to 
arouse interest in acreage expansion.22 
(2) This was by no means the only 


2U. S. Department of Agriculture, Agri- 
cultural Statisties, 1942, p. 662. : 


12 THE ORIGINS OF THE AGRICULTURAL PRICE SUPPORT PROGRAM 


pressure brought to bear on the farmer 
to expand his fixed investment. Rising 
and guaranteed prices enjoyed the sup- 
port of intensive government campaigns 
exhorting the farmer to grow more and 
more, because in a famous phrase of the 
period, “Food Will Win the War.” (3) 
The Federal Land Bank System was 
established to expand the long term credit 
facilities available to the farmer. While 
land banks made only 5 percent of all 
the farm mortgage loans during the years 
1917-1919, the impetus provided the 
speculative fever of the period simply 
by the creation of the system warrants 
attaching greater importance to it than 
the record of its activities indicates.23 
Speculation, in effect, had the approval 
of the Administration which also made 
direct contributions to it through the 
activities of the Land Bank System as 
well as through direct exhortation to 
the farmer to expand his production. (4) 
Finally, the greater availability of agri- 
cultural machinery in 1918 and 1919 en- 
hanced the practicability of acreage ex- 
pansion and added a stimulus to the 
speculation in land. 


Primarily as a result of the speculative 
land fever of the late war years, the 
farmer added 77 million acres to the 
nation’s farmland during the 1910-20 
decade and 37.3 million acres to the har- 
vested cropland.24 Most of these addi- 
tions were made in the semiarid states 
of the plains and the mountains, but, 
real estate activity in farm land was also 
sharply increased in the Southern states 
during the war. The feverish turnover 
of land was reflected in sharp advances 
in the value of land. For example, the 
value per acre of tillable land from 1918 
to 1920 rose 42 percent in Iowa, 50 per- 
cent in Idaho, 56 percent in Nebraska, 
64 percent in Georgia, and 69 percent in 
South Carolina.25 As a result, of an in- 
crease in the total farm investment from 


2Farm Credit Administration Annual Re- 
port, 1947-1948, p. 135. 

“U. S. Department of Agriculture, Agri- 
eultural Statistics, 1948, p. 528. 

SU. S. Department of Agriculture, Year- 
book of 1920, p. 824. 


1915 to 1919 of $20 billion, nearly $15 
billion, or about 75 percent, represented 
an increase in the value of farm land and 
buiidings.26 


RISE OF FARM MORTGAGE DEBT 


Much of the land turnover was accom- 
plished on credit with the result that 
farm mortgage debt increased from $4.9 
billion on January 1, 1915, to $10.2 bil- 
lion at the close of 1920.27 In the six 
years, 1915 through 1920, nearly $14 bil- 
lion of new farm mortgages were re- 
corded, an all-time record.28 


The significance of this development 
lies in the fact that it raised the break- 
even point for many farmers. Interest 
charges on farm mortgage debt increased 
from $296 million in 1914 to $574 million 
in 1920 or more than 52 percent.?9 But, 
the rise in interest charges was only one 
of several factors contributing to the rise 
in the break-even point during the war. 
Taxes per hundred dollars of farm land 
advanced from $.56 to $.79, and freight 
rates moved up 80 percent on livestock, 
28 percent on wheat, 36 percent on cot- 
ton, with similar increases on other 
farm commodities.29 In other words, the 
cost-price structure of farming had been 
revised upward, but with little prospect 
that the wartime level of agricultural 
prices would remain after the war to pro- 
vide economic justification for the gamble. 


This, then, was the problem, a solution 
to which was eventually sought in an- 
other price support effort. A major post- 
war decline in agricultural prices would 
inevitably cause economic suffering on 
the farm. The added fixed investment 
made during the war, the debt incurred, 
the increased operating costs, some of 
them rather inflexible, were based on an 
abnormal demand at inflated prices. 
With the return of peace, what prospects 


*U, S. Department of Agri- 
cultural Statistics, 1946, p. 635. 


270, S. Department of Agriculture, op. 
cit., 1942, p. 700. 


Credit Administration Annual Re- 
port, 1947-1948, p. 135. 


2U. S. Department of Agriculture, op. 
cit., 1942, p. 697. 
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were there that the inflated wartime de- 
mand for agricultural commodities could 
be maintained? If foreign demand 
shrank to prewar levels, what chance was 
there of expanding domestic demand to 
fill the gap? No one seriously enter- 
tained the hope either that foreign de- 
mand would long remain at wartime 
levels or that, upon the decline of foreign 
demand, domestic demand would promptly 
move into the breach. The farmer, with 
the aid and encouragement of the Ad- 
ministration, had made a bed of hard 
times. In short, what was to be done 
with 87 million acres of new farm land, 
much of it semiarid and marginal, which 
had been turned primarily for the export 
market if and when that market were 
lost? Would, or could, the farmer turn 
back that land to grass, or would declin- 
ing prices compel him to add the pro- 
duction of those acres to domestic agri- 
cultural supplies, thereby bringing addi- 
tional pressure on postwar prices? 


AGRICULTURAL DEPRESSION 


The postwar depression which the far- 
mer feared was ushered in with a pre- 
cipitous decline in agricultural prices in 
May, 1920, and it lasted well into 1921. 
Wheat fell from $2.149 per bushel in 
December, 1919, to $0.926 per bushel two 
years later. Corn dropped from $1.345 
per bushel to $0.423 per bushel during 
the same period. Cotton declined from 
$0.356 per pound to $0.189 per pound 
within a year, and tobacco fell from 
$0.390 per pound to $0.199 per pound 
from December 1, 1919, to December 1, 
1921.31 All agricultural commodities 
shared in the decline, the index for all 
groups falling 65 percent below the 1919 
level by 1921.32 


It was a strange depression. Agricul- 
tural exports did not fall off sharply as 
had been predicted. The combination of 
federal aid and substantial private in- 
vestments abroad sustained agricultural 


320, S. Department of Agriculture, op. 
eit., 1921 and 1923. 


1942, p. 648. 


exports at an average level throughout 
the 1920’s within 6 percent of the war- 
time average.33 The domestic per capita 
consumption of food averaged 2 percent 
greater during the 1920’s than during the 
war, and, by 1930, 17 million persons 
had been added to the population.34 De- 
mand held up nearly to wartime levels. 
Production was increased by about 9 
percent and ran moderately ahead of de- 
mand during the postwar decade.35 But, 
this development was a product rather 
than a cause of the depression. The 
causes of the depression are not to be 
found in the relationship between the 
demand for and the supply of agricul- 
tural commodities. 


The causes lay in the wartime specula- 
tion in farm land with its accompanying 
rise in the break-even point for many 
farms. Annual interest charges averaged 
145 percent more during the postwar 
decade than before the war.36 Farm real 
estate taxes climbed steadily to a peak 
180 percent above the prewar level, in 
1932.37 Rail freight rates rested on a 
postwar plateau 48 percent above pre- 
war rates for fruits and vegetables, 66 
percent above for cotton, and 51 percent 
above for wheat.38 Further, the farmer 
continued the process of mechanization— 
a more costly method of farming—and 
on January 1, 1930, was using 920 thou- 
sand tractors, an increase of more than 
500 percent above the number in use at 
the end of the war.3® In short, it cost 
more to farm, the level of production ex- 
penses during the postwar decade being 
nearly double the prewar level.49 


‘8Ibid., p. 540. 


«#U. S. Department of Agriculture, Con- 
sumption of Food in the United States, 
1909-1948, Miscellaneous Publication No. 
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As a result of these developments, an 
increase of 60 percent in postwar (1920- 
29) gross farm income over the prewar 
level (1910-14) produced only a 49 per- 
cent increase in net farm income.*! The 
disparity was sufficient to provoke a con- 
siderable amount of funding short term 
debt and operating losses, a procedure 
made possible by the fact that farm real 
estate values, while declining steadily 
after the war, held above prewar levels 
until 1933.42 The volume of farm mort- 
gages recorded was greater in each year 
of the postwar decade than in the years 
before the war, and farm mortgage debt 
reached a peak of $10,785 million in 
1923 with little appreciable reduction 
during the balance of the decade. The 
end product of these developments was 
an unprecedented increase in farmer 
bankruptcy cases from a prewar annual 
average of 870 to 5,799 cases per year 
during the decade 1922-1931.48 Farmers 
were forced into bankruptcy—an extra- 
ordinary experience on the farm — in 
growing numbers in the midst of pros- 
perity. 


This was not the first period of travail 
for the farmer. The years 1870-1896 
were punctuated by a long and steady 
decline in agricultural prices growing out 
of excess production. But, the earlier 
period differed from the postwar decade 
in one important respect. Until the fron- 
tier was to all intents and purposes closed 
about the turn of the century, the demand 
for farm land was great enough to cause 
an almost constant rise in the value of 
farm land. The farmer in financial diffi- 
culty usually found it possible to find 
relief from his burdens by selling out at 
at a profit. In the postwar decade, this 
avenue of escape was closed as land 
values declined steadily from the wartime 
peak. Speculation had finally come home 
to roost. 


“Ibid., p. 24. 

#U. S. Department of Agriculture, Agri- 
eultural Statistics, 1942, p. 633. 

8Farm Credit Administration Annual Re- 
port, 1947-48, p. 135 and U. S. Department 
of Commerce, Historical Statistics of the 
United States, 1789-1945, p. 111. 


THE NATIONAL FARM LOBBY 


Individually, the farmer was unable to 
extricate himself from his predicament 
since he produced in a nearly per- 
fectly competitive market. Individually, 
he was unable to influence or “adminis- 
ter” the price of his products. Yet, it 
was imperative with rising break even 
points to increase his revenues. Indi- 
vidual action to reduce supply was 
futile, and, in fact, the pressure of ris- 
ing costs served to direct the energies 
of the farmer to an expansion of supply 
—a practice which simply aggravated 
the situation. 


Cooperative action by enough farmers 
to influence supply held the promise 
of a solution, and the farmer took a 
greatly increased interest in cooperatives 
during and in the decade after the war. 
The period 1920-1924 was characterized 
by “the most intensive campaign for the 
building of cooperative marketing asso- 
ciations that the nation had known.” 44 
About 600 thousand farmers are said to 
have taken part in this program. But, 
voluntary cooperation is a difficult process 
and its achievements are measured over 
the long run. The situation called for 
more immediate results. 


As had been his wont during the clos- 
ing half of the 19th Century, the farmer 
turned to the political arena for help. 
The farmer was an experienced hand at 
politics, even at the national level. The 
Grange had dabbled in it, and the ill- 
fated Populist movement was his greatest 
19th Century effort to achieve political 
recognition and aid. During the war, the 
Administration drew the farmer closer to 
the political scene than he had been for a 
generation, and in so doing, reawakened 
his interest in political activity in the 
nation’s Capitol. Organizations such as 
the Farmers’ National Headquarters and 
the National Board of Farm Organiza- 
tions established “temples of agriculture” 
in Washington “to furnish fitting repre- 


“Saloutos, Theodore, and Hicks, John D., 
Agricultural Discontent in the Middle 
West, of Wisconsin 
Press, 1951, p. 6. 
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sentation ... at the nation’s Capitol.” 45 
While these came to nought, an effective 
national farm lobby was established in 
Washington in the closing years of the 
war and it became the rallying point of 
older major national farm organizations 
—the Grange, and the Farmers’ Union— 
and the backbone of a newly-formed farm 
bloc in the Congress. 


The national farm lobby was in reality, 
a successful attempt to hasten the de- 
velopment between the farmer and the 
national government of a partnership 
which had been emerging slowly out of 
the convergence of the national interest 
and the economic well being of the far- 
mer. This development was but part of 
the larger pattern of politics—economic 
development of the past 75 years, char- 
acterized by the growing tendency to 
identify the economic welfare of the 
private sectors of the nation with the 
national interest. The farmer had par- 
ticipated in this development as a bene- 
ficiary almost from the start of the move- 
ment. As more and more of his number 
emerged from the cocoon of subsistence 
farming to encounter the risks of the 
entrepreneur, the Federal Government 
paid increasing attention to his problems. 
During the 19th Century, cheap land was 
made available to him, scientific research 
was undertaken at public expense to as- 
sist him in the expansion and improve- 
ment of his crops, herds and droves, and 
a department of the Federal Government, 
supervised by an officer of cabinet rank, 
was established to perpetuate the grow- 
ing intimacy between the government 
and the farmer. 


This intimacy developed strongly dur- 
ing the war. In 1914, the Smith-Lever Ex- 
tension Act put the Federal Government 
squarely behind a concerted drive to im- 
prove production techniques on the farm. 
Also, in 1914 the Clayton Act attempted 
to clear the way for the more effective 
marketing of agricultural commodities 
through cooperatives. In 1915, the De- 
partment of Agriculture established an 


“Ibid., p. 257. 


Office of Farm Management to study all 
phases of commercial farming. In 1916, 
the Federal Aid Road Act put the Gov- 
ernment into the business of building 
roads to bring the farmer closer to his 
markets. In the same year, the Rural 
Credits Act placed substantial facilities 
at the disposal of the farmer in his quest 
for additional land. In 1919, the Depart- 
ment of Agriculture established a Bureau 
of Markets, giving cognizance to the im- 
portance which the problem of marketing 
agricultural commodities had assumed. 
In short, the Federal Government had 
taken the initiative in providing assist- 
ance to the farmer (1) to increase his 
production, and (2) to encourage coopera- 
tive and more efficient methods of mar- 
keting agricultural commodities in mar- 
kets which more and more assumed the 
characteristics of monopolistic competi- 
tion. 


The County Agent and 
the Farm Bureau 


Perhaps the most significant contribu- 
tion of the Federal Government to this 
growing partnership was the county ex- 
tension agent working under the Smith- 
Lever Extension Act. He not only 
brought federal assistance to the farmer, 
but he also brought the farmer to the na- 
tional political scene. Out of his concern 
for the solution of the economic problems 
of the farmer, the county agent—with 
the help of federal funds — organized 
county bureaus of farmers, and out of 
these county bureaus emerged the Ameri- 
can Farm Bureau Federation in 1919. 
The Federation, enjoying the support of 
industry and commerce in their quest for 
safe and sound farm leadership, assumed 
the leadership of the national farm or- 
ganizations already at the nation’s capi- 
tol, and organized and actively assisted 
the farm bloc in Congress during the 
postwar decade. Moreover, the Fed- 
eration participated actively in the crea- 
tion of the A.A.A. and pushed vigorously 
for compliance with the price support 
efforts of the New Deal. The Federation 
was the national farm lobby, that con- 
tact between the farmer and the national 
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political scene to make his voice effective 
in Congress and in the White House, and, 
just as important, an instrument through 
which the cooperation of the farmer in 
any federal program might be obtained. 
Here were the practical means for achiev- 
ing through politics what the farmer was 
unable to accomplish in the economic 
arena, viz, gaining an economic advan- 
tage. How this advantage was gained is 
largely the story of a struggle between 
the Federation-sponsored farm bloc and 
the Administration over methods of aid- 
ing the farmer in his economic predica- 
ment. This is the story of the McNary- 
Haugen movement of the 1920’s and of 
the ill-fated Farm Board of 1929-1932. 


McNARY-HAUGENISM — 
THE TWO-PRICE SYSTEM 


As the agricultural depression deep- 
ened in 1921, Congress was goaded into 
doing something for the farmer by the 
farm bloc. The measures adopted re- 
flected largely the traditional, and the 
Administration’s, approach to the prob- 
lem of economic suffering. These mea- 
sures provided additional credit facilities, 
erected tariff barriers against real or 
imaginary foreign competition, and 
exempted the farmer cooperatives from 
the anti-trust laws. Additional efforts 
were made to facilitate the marketing 
of agricultural commodities, such as: 
giving the Federal Government super- 
vision over packers, marketing agencies 
and the grain exchanges; dispatching 
agents to Europe to study ways of en- 
larging agricultural exports; fashioning 
the Bureau of Agricultural Economics out 
of two marketing research and informa- 
tion agencies to place more adequate 
market information at the disposal of 
the farmer; and providing more money 
for the construction of rural roads. 


Behind the measures lay (1) the ab- 
sence of a unified farm program sup- 
ported by the farmer, and (2) the Ad- 
ministration’s conviction that the far- 
mer’s most pressing problems could be 
solved by improving his marketing knowl- 
edge and technique. What was directly 
and promptly needed to relieve the far- 


mer from his cost-price squeeze was some 
means of raising agricultural prices 
quickly. The tariff accomplished this for 
industry, and the farmer and the Ad- 
ministration alike felt that it could ac- 
complish similar results for the farmer. 
It was not fully appreciated that a tariff 
is ineffectual in those areas having ex- 
portable surpluses. Nevertheless, having 
won the tariff, the objective of the farmer 
was to make it effective. The method he 
ultimately espoused to this end was the 
two-price system, which found its chief 
embodiment in the McNary-Haugen 
movement. It was unveiled at a National 
Agricultural Conference called by the Ad- 
ministration in January, 1922, to discuss 
ways and means of aiding the farmer. 


The authors of the two-price plan were 
George N. Peek, erstwhile president of 
the unsuccessful New Moline Plow Com- 
pany, Moline, Illinois, and his attorney, 
General Hugh S. Johnson, later of NRA 
fame. The agricultural depression had 
had disastrous consequences for the New 
Moline Plow Company. Peek, although 
not a farmer, thereupon allied himself 
with the cause of the farmer, a cause 
to which he gave himself unstintingly for 
more than a dozen years. This was his 
plan: The American farmer was beset 
with surpluses which were produced at 
costs which eliminated him from compe- 
tition in the only market able to absorb 
them, the foreign market. Yet, he had 
to dispose of these surpluses, and in so 
doing, had to accept the prevailing price. 
In effect, therefore, the world price set 
the domestic price of important crops 
such as wheat, cotton and pork. How- 
ever, the world price was insufficient to 
support the cost structure under which 
he produced. The result was economic 
disaster for many farmers. This was 
war-born disaster, undeserved, because 
agricultural production for export had 
been expanded during the war in response 
to patriotic appeals. Because of this Peek 
felt that it was only fair that the farmer 
be aided by the government in his efforts 
to regain the level of prosperity which 
he had enjoyed before the maladjust- 
ments of the war intervened. This, if 
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accomplished, would mean the restora- 
tion of farm purchasing power to its 
prewar status, a goal labeled by the 
authors, “Equality for Agriculture.” 46 


The authors proposed to achieve this 
goal through the use of an “equalization 
fee” principle to finance the exportation 
of crop surpluses at going prices in 
foreign markets while maintaining higher 
domestic prices, thereby reducing the 
domestic supply. The fee was envisioned 
as a tax on domestic production to pay 
the costs and losses involved in dumping 
surpluses abroad for what they would 
bring. Domestic prices would be main- 
tained through government purchases 
and through dumping abroad sufficient 
quantities of exportable commodities 
lacking price equality with prewar 
prices.47 


This idea took hold immediately. The 
Conference, even though heavily weighted 
with representatives favoring more tra- 
ditional approaches to the farmer’s prob- 
lem, resolved: “That it is the sense of 
this committee that the Congress and 
President of the United States should 
take such steps as will immediately re- 
establish a fair exchange value for all 
farm products with that of all other 
products,” but rejected the equalization 
fee mechanism.48 The wheat and corn 
farmer of the west displayed interest, 
and President Howard of the Farm 
Bureau was an early convert. 


The significance of this proposal lay 
in the facts: (1) that it emphasized the 
loss of purchasing power to the farmer, 
and placed the blame on the exigencies 
of war; (2) that it called for direct fed- 
eral aid; and (3) that it failed to call 
for the adjustment of production to such 
levels as would buoy agricultural prices. 
Surplus production for foreign markets 
was to be supported by subsidy. That 
this would appeal to the farmer was in- 
evitable, for he refused to believe that 


“See the pamphlet, Equality for Agri- 
culture, published by the New Moline Plow 
Company, Inc., Moline, Illinois, 1922. 

“Ibid. 


“New York Times, January 26, 1922. 


his wartime foreign markets were irre- 
trievably lost—and the statistics of the 
postwar decade bore him out—and he 
saw no practical means of reducing sup- 
plies without the aid of the Federal Gov- 
ernment. Yet he was painfully conscious 
that a bushel of wheat just would not buy 
what it did before the war. The real 
problem, higher, even abnormal break- 
even points, seems to have escaped the 
attention of the authors. 


Opposition to the Two-Price Plan 

The industry-conscious administration 
reacted unfavorably to the proposal, and 
opposed it successfully through six years 
of bitter struggle with the farm bloc over 
its enactment into law. The Administra- 
tion was of the opinion that the way to 
make the tariff effective was through “a 
better adjustment of production than had 
been attempted ... and more intelligent 
marketing techniques.” 49 


The attitude of the Administration 
towards the two-price concept was per- 
haps best expressed by the influential 
Secretary of the Treasury, Andrew W. 
Mellon, whose ideas frequently dominated 
or set the pattern for the opinions of both 
the Administration and business during 
this period: “Foreign consumers under 
the proposed plan will secure American 
commodities at prices below the Ameri- 
can level. European labor could purchase 
American products at a lower price and 
could live more cheaply than American 
labor. Foreign industrial costs would be 
lowered and the foreign competitor as- 
sisted in underselling American products 
abroad and in our home market.” He 
added pointedly that, “In general, a sur- 
plus is taken care of by a decrease in 
production or by an increase in consump- 
tion,’? 50 


The First McNary-Haugen Bill 


Notwithstanding the opposition of the 
Administration, a bill embodying the two- 


“Annual Report of the Secretary of 
Agriculture, 1922, p. 4. 

Black, John D., Agricultural Reform in 
McGraw Hill Co., 
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price principle was drawn up by an 
assistant to Secretary of Agriculture 
Henry C. Wallace, and was submitted 
simultaneously to both houses of Con- 
gress in 1924 by Senator Charles L. Mc- 
Nary of Oregon and Representative Gil- 
bert N. Haugen of Iowa, with whose 
names the two-price movement became 
identified. The bill, conceived by its 
author and sponsors as a purely emer- 
gency measure, basically provided the 
pattern for all its successors. It called 
for the creation of a $200 million cor- 
poration chartered and owned by the 
Federal Government. The function of the 
corporation was to buy certain basic agri- 
cultural commodities at a “price ratio” 
and in such amounts as to make the price 
ratio the prevailing domestic price. This 
ratio represented the prewar price of the 
commodity increased proportionately as 
the prices of 404 nonagricultural com- 
modities had increased since the prewar 
period, thus raising the market price of 
the ‘basic’ commodities to the prewar 
exchange prices of those commodities. 
The Secretary of Labor was to compute 
the average of the 404 commodities for 
the period 1905-1914, and then determine 
the increases in their prices from that 
time. The percentage increase so derived 
was to be applied to the prewar price of 
the “basic” commodities to bring their 
purchasing power up to prewar levels. 
In other words, in more modern termi- 
nology, if the prices of commodities and 
services which the farmer buys stood at 
284 percent of their prewar levels, the 
parity price of a bushel of wheat which 
sold for $0.884 in the prewar period 
would be $0.884 times 284 or $2.51 per 
bushel. The function of the proposed 
corporation was to purchase enough 
wheat for export—for whatever it would 
bring—to raise the domestic price of 
wheat to $2.51 per bushel. The cost of the 
operation and the losses sustained by the 
corporation in its dumping operations 
would be collected from the farmer, who 
was assured that, the equalization fee 
notwithstanding, he stood to gain a size- 
able net increase in gross revenue as a 
result of the support operation. 


Industry and the Administration op- 
posed the bill. Secretary of Commerce, 
Herbert C. Hoover, came out against it. 
Eugene Meyer, President of the War 
Finance Corporation, publicly opposed it. 
Julius H. Barnes, formerly President of 
the Food Administration Grain Corpora- 
tion of World War I, and later President 
of the Chamber of Commerce of the 
United States, also opposed it. President 
Coolidge tried to ward it off by sending 
Messrs. Meyer and Mondell of the War 
Finance Corporation into the wheat-grow- 
ing northwest to preach the gospel of 
cooperation to the farmer. Coolidge also 
spoke against the bill in a Lincoln Day 
speech, in which he reaffirmed his faith 
in credit, cooperation and the tariff as 
the proper methods of achieving farm re- 
lief. Referring to the bill, he said: “I do 
not mean any unsound device like price 
fixing, which I oppose, because it would 
not make prices higher but would in the 
end make them lower. But I do mean that 
the (financial) resources of the country 
ought to come out to the support of agri- 
culture. I am glad that financial America 
is moving in that direction.” 51 


Notwithstanding the activities of the 
farm bloc, support for the bill was in- 
sufficient to overcome the opposition of 
the Administration. The farm groups 
were by no means united behind the bill. 
Eastern and southern farmers saw little 
advantage in the plan and withheld their 
support. Independents, notably Senator 
Norris, were distrustful of the measure 
and by introducing their own price- 
stabilization measures, watered down 
support for the McNary-Haugen bill. 
Probably the greatest obstacle to the 
measure until the end of 1926 was public 
apathy resulting from the popularity of 
the Mellon Plan for tax revision. The 
bill failed to reach a vote in the Senate 
and was defeated 155-223 in the House 
in June. 

Undaunted, the McNary-Haugenites in- 
troduced a revised measure into both 
Houses of Congress in March, 1925, but 


Quoted in the New York Times, Febru- 
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it was not voted upon before the 68th 
Congress adjourned. 


With the successful enactment of the 
Mellon Plan in 1926, public focus was 
directed more easily to the two-price 
concept, and its future looked brighter. 
Southern and western farmers healed the 
breach between them and another Mc- 
Nary-Haugen measure was introduced 
into Congress, this one containing not 
only the essential features of the earlier 
bills, but also a provision for the actual 
handling of surpluses by cooperatives 
wherever possible, a provision appealing 
to the cotton cooperatives. 


At this point, the Administration 
launched a counter proposal which even- 
tually led it down the road to price 
stabilization, even though the idea of 
price support was furthest from the 
minds of Administration leaders. This 
was the Tinchner bill providing for a 
revolving fund for loans to coopera- 
tives.52 


This was also the essence of the mea- 
sure which created the Farm Board in 
1929, launching the Administration into 
the first peacetime federal price support 
program. 


Farm Bloc Success and the Veto 


The McNary-Haugenites tasted success 
in early 1927 when the House passed 
the revised measure by a vote of 214 to 
178, and the Senate by a vote of 51 to 
43. President Coolidge promptly vetoed 
the measure. In this veto message, he 
pointed out that the bill “singles out 
a few products, chiefly sectional, and 
purposes to raise the prices of those re- 
gardless of the fact that thousands of 
other farmers would be directly penal- 
ized; ... [that] clearly this legislation 
involves governmental fixing of prices” 
(which he regarded as) “an economic 
folly from which this country has every 
right to be spared.” He branded the 
equalization fee “a tax for the special 
benefit of particular groups” ...a “re- 


SHR 6563. See also the Curtis-Crispin 
ee, 8S. 5088, also sponsored by Secretary 
oover. 


markable delegation of taxing power” 
. . and “unconstitutional.”53 Congress 
failed to override the veto. 


Notwithstanding the veto, the two-price 
movement gained further momentum in 
1927, and another McNary-Haugen bill, 
somewhat broadened to include all farm 
products, and all types of surpluses, sea- 
sonal, and annual, regional and domestic, 
and to give greater emphasis to storage 
operations, was put before Congress. The 
two-price plan had undergone a meta- 
morphosis. From an emergency measure 
designed to meet a temporary situation 
affecting a few major crops, it had be- 
come a reform measure looking to con- 
tinuing intervention by the Federal Gov- 
ernment on behalf of agricultural prices, 
and the coverage had been expanded to 
include all agricultural commodities. 
Greater emphasis upon cooperation had 
been written into the Act. The equaliza- 
tion fee principle had been retained, but 
it was to provide funds for a wider range 
of purposes. The collection of the fee had 
been removed further from the farmer. 


The bill passed both houses of Congress 
in 1928, but, as in the case of its prede- 
cessor, President Coolidge vetoed it, with 
a restatement of his views as follows: “I 
have believed at all times that the only 
sound basis for further Government ac- 
tion on behalf of agriculture would be 
to encourage its adequate organization 
and assist in building up agencies and 
facilities in the control of farmers them- 
selves. ... Such a program, supported 
by a strong protective tariff on farm 
products, is the best method of effecting 
a permanent cure of agricultural ills.” 54 
The Senate overrode the veto, but the 
House failed to act on it. With this, the 
farm bloc collapsed and McNary-Haugen- 
ism as a political force died. 

The two-price campaign produced sev- 
eral results important in the development 
of the price support concept. (1) It pub- 
licized the plight of the farmer in an 
extremely effective way. Persons in high 


%8Quoted in the New York Times, Febru- 
ary 26, 1927, p. 6. 

“Quoted in the New York Times May 
23, 1928. 
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places took issue on the subject and the 
press and periodicals were filled with re- 
ports and articles on the question of farm 
relief and the relative merits of the two- 
price and other proposals bearing on the 
subject. (2) This publicity, plus the pres- 
sure brought to bear by the farm bloc, 
drove the Administration to the advocacy 
of a plan which directly opened the door 
to price stabilization. This was the Agri- 
cultural Marketing Act of 1929 which 
created the Farm Board. (8) Finally, 
the two-price program stirred up other 
schemes for granting relief to the farmer, 
and from one of these, in concert with 
the ratio price principle, the New Deal 
derived the elements of its price support 
program. 


Other Farm Relief Proposals 


One scheme which gained considerable 
adherence was Charles L. Stewart’s ex- 
port debenture plan calling for the pay- 
ment of a bounty on agricultural exports 
in the form of negotiable instruments 
called debentures, which could be used to 
pay customs. Under the plan, the do- 
mestic price of agricultural commodities 
would, it was claimed, be raised to the 
extent of the bounty. Another plan called 
for the collection of a sales tax from the 
farmer on wheat, corn, hogs and cattle 
to pay an export bounty equal to the 
tariff duty. To the extent that this tax 
would then be passed on to the public, 
the price of these agricultural commodi- 
ties would be raised. Still another plan 
called for the organization of at least 
75 percent of the nation’s farmers into 
a gigantic cooperative to market the na- 
tion’s crops in an orderly manner and 
thus stabilize prices.55 In general, the 
satellite schemes which received some 
popular support during the McNary- 
Haugen debate sought to make the tariff 
effective for the farmer through varia- 
tions of the two-price plan frequently 
calling for the creation of a federal 
agency, similar to the later Farm Board, 
to swallow up the surpluses, or for big- 


See Black, J. D., “The Progress of Farm 
Relief,” American Economic Review, Vol. 
18, June 1928, No. 2, pps. 252-71. 


ger and better cooperatives for the more 
orderly marketing of agricultural com- 
modities. Of these plans, only one sought 
to limit the volume of crops the farmer 
might send to market. This was Dr. W. 
J. Spillman’s domestic Allotment Plan, 
a two-price scheme imposing allotments 
upon the producer’s activities in the do- 
mestic market. The New Deal lifted the 
latter idea and converted it into a major 
instrument for reducing the supply of 
agricultural commodities. 


THE FEDERAL FARM BOARD 


The Hoover Administration became a 
reluctant partner in the first peacetime 
experiment for the stabilization of agri- 
cultural prices by federal intervention 
in the market. The die was cast as early 
as 1926 when the Administration at- 
tempted to parry the forward motion of 
the McNary-Haugen movement with a 
bill providing for a revolving fund for 
loans to cooperatives to handle the sur- 
pluses.56 This was quickly followed by 
another Administration-sponsored bill for 
the creation of a federal farm board to 
make advances to cooperatives to pur- 
chase surplus commodities whenever such 
surpluses threatened to drive the price 
of the commodity below the cost of pro- 
duction.57 It was but a short step to 
espousing the use of public funds and 
agencies for the direct support of agri- 
cultural prices. In 1928, the Republican 
Party pledged itself “to the enactment 
of legislation creating a Federal Farm 
Board clothed with the necessary powers 
to promote the establishment of a farm 
marketing system of farmer-owned and 
controlled stabilization corporations or 
associations to prevent and control sur- 
pluses through orderly distribution.” 58 

Upon his election, President Hoover 
promptly called Congress into extra ses- 
sion to fulfill the party’s campaign pledge. 
Warning that “no Government agency 
should engage in the buying and selling 


%*HR 6563, the Tinchner bill. 
57S, 5088, The Curtis-Crispin bill. 


58Quoted in Kile, Orville M., The Farm 
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and price fixing of products,” Hoover ad- 
vocated the creation of a federal farm 
board to promote and encourage the co- 
operative movement.5? This proposal did 
not satisfy the two-price enthusiasts, nor, 
for that matter, those elements of busi- 
ness as the American Bankers Associa- 
tion which remained skeptical that any 
amount or kind of legislation would solve 
the farmer’s problem. But, the Hoover 
proposal was enacted into law as the 
Agricultural Marketing Act of 1929. 


The expressed purpose of the Act was 
“to promote the effective merchandising 
of agricultural commodities . . . so that 
the industry of agriculture will be placed 
on a basis of economic equality with other 
industries.” For this purpose, a Federal 
Farm Board was created with powers 
(1) “to promote education in the prin- 
ciples and practices of cooperative mar- 
keting of ayricultural commodities, (2) 
to encourage the organization of coopera- 
tives, (3) to investigate conditions of 
overproduction of agricultural commodi- 
ties and advise as to the prevention of 
such overproduction, and (4) to report 
on land utilization, reduction of unprofit- 
able marginal acreage, and methods of 
expanding markets at home and abroad.” 
It was not the purpose of the Act to sta- 
bilize agricultural prices, but this shortly 
became the chief function of the Board. 
A revolving fund of $500 million for 
loans to cooperatives and/or to “stabili- 
zation corporations” ultimately were used 
mainly for stabilization purposes.®® 


Cooperatives and Crop 
Adjustment Preferred 


The Board promptly launched itself in 
pursuit of its primary objective, the en- 
couragement of the cooperative move- 
ment. It was instrumental in the forma- 
tion of a number of national cooperative 
organizations and, in less than 4 years, 
advanced an aggregate of more than $1 
billion to cooperative associations.®! 


SQuoted in the New York Times. 
42 USC 1141. 


“Third Annual Report of the Federal 
Farm Board, 1933, p. 102. 


It then turned to the problem of over- 
production and sought to persuade the 
farmer to “Grow a little less, get a little 
more.” Outlook Charts suggesting ap- 
propriate production goals were dis- 
tributed to the farmer. The Board 
warned: “Improvement in farm income 
cannot be obtained from cooperative mar- 
keting alone, but requires in addition 
that production be brought in line with 
consumer demand. There are two ways 
of dealing with agricultural surpluses— 
prevent them and control them. The 
Agricultural Marketing Act mentions 
both, but gives first place to the former 
way, prevention.” 62 


Reluctant Price Support 


Remonstrances and exhortations were 
to little avail in the deepening depression. 
Production actually expanded and the 
pressure on prices increased. In Febru- 
ary, 1930, the Board undertook to sup- 
port wheat, later cotton and finally but- 
ter as the prices of these commodities 
sagged. The Revolving Fund of $500 
million was applied to the price support 
effort in the form of loans to certain of 
the national cooperatives which were en- 
gaged in acquiring the surpluses of these 
commodities. 

But, the effort was short-lived and it 
failed to halt the decline in the prices of 
wheat and cotton. There were several 
reasons for the failure. First, the size 
of the eifort was not commensurate with 
the size of the task. Five hundred mil- 
lions were not enough, and, as the Board 
undertook the stabilization operations re- 
luctantly, no request was made for addi- 
tional funds. Said the Board: “Stabiliza- 
tion involves selling as well as buying; 
producers must face this fact. Many 
people have thought that stabilization 
means to hold the price permanently 
higher than it would otherwise be. This 
cannot be done without control of pro- 
duction. . . . In a few limited and spe- 
cialized lines, cooperative associations 
have made progress toward such control. 
For the great staple products, however, 


“Ibid. 
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the problem still remains for the future. 
The Board has attempted, through edu- 
cation and publicity, to bring about de- 
sirable changes in production. To date, 
however, farmers have not made sufficient 
response to these appeals. . . . The indi- 
vidualistic character of American far- 
mers is the reason why the appeals for 
uniform reduction in acreage have not 
been successful. There are more than 6 
million farmers in this country, produc- 
ing according to their own personal de- 
cisions. It is without effect to base ap- 
peals on what American farming might 
do if it were all organized as a single 
unit, for it is not so organized. Until 
farmers are organized for production 
planning it is useless to expect them to 
act as if they were. ... In the long run 
stabilization tends to perpetuate the 
very situation it is aimed to relieve.” 63 
Finally, “Prices can be maintained above 
their normal level if some agency is pre- 
pared to pay the costs. . . . Stabilization 
costs must be paid by someone. To help 
the farmers, they would have to be paid 
by others, either in higher prices or 
higher taxes. The Agricultural Market- 
ing Act makes no provision for paying 
the costs on a permanent basis, other 
than from the limited revolving fund.” & 

Second, the foregoing pessimism was 
the outgrowth not only of the conviction 
that the farmer was not yet sufficiently 
organized to take permanent measures 
for the correction of the surpluses but also 
of the fear that the depression, world- 
wide as it evidently was even in 1981, 
would be extremely severe, and that agri- 
cultural recovery would depend upon in- 
dustrial recovery. Stabilization would be 
either inordinately expensive or futile. 
In either case, the Board abandoned the 
effort after little more than a year, pain- 
fully conscious of its failure. 


BIRTH OF THE A.A. A. 


The failure of the price stabilization 
efforts of the Farm Board discredited its 


Second Annual Report of the Federal 
Farm Board, pp. 36-37 and Third Annual 
Report of the Federal Farm Board, p. 2. 


“Third Annual Report of the Federal 
Farm Board, p. 62. 


entire program and created a vacuum 
into which poured the familiar two-price 
nostrums and an election, the campaign 
of 1932. Hoover, seeking re-election, re- 
gretted the price stabilization operations 
of the Farm Board and dubbed the Board 
an “obsolete bureau.” He concluded: “No 
power on earth can restore prices except 
by restoration of general recovery and 
restoration of markets. ... There is no 
relief to the farmer by extending gov- 
ernment bureaucracy to control his pro- 
duction and thus curtail his liberties, 
nor by subsidies that bring only more 
bureaucracy and their ultimate collapse, 
and I shall continue to oppose them.” 65 
The Democratic candidate, Franklin D. 
Roosevelt, followed his party’s platform 
with condemnation of the Farm Board 
and its stabilization efforts. In turn, he 
advocated a plan which not only sought 
to make the tariff effective for the far- 
mer, but also contained a reference to 
the principle of Dr. Spillman’s Domestic 
Allotment Plan of the previous decade. 
In a major farm policy speech at Topeka, 
Kansas, on September 14, 1932, he said, 
“la plan for farm relief] must provide 
for the producer of staple surplus com- 
modities such as wheat, cotton, corn, and 
tobacco, a tariff benefit over world prices 
which is equivalent to the benefit given 


by the tariff to industrial products. This _ 


differential benefit must be so applied 
that the increase in farm income, pur- 
chasing and debt paying power will not 
stimulate further production.” Any plan 
for farm relief must, furthermore, be 
self-financing and voluntary, it must be 
decentralized in administration, and it 
must strengthen the cooperative move- 
ment. Above all, “it must not make use 
of any mechanism which would cause our 
European customers to retaliate on the 
ground of dumping.” This was, of 
course, basically the advocacy of the 
familiar two-price system, which, how- 
ever, specifically excluded the dumping 
of surpluses abroad, and, most signifi- 


*Reported in the New York Times, Aug- 
ust 4, 1932, p. 4. 
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cantly, sought rather vaguely to impose 
some limitation on the stimulation of 
further production. This last is said to 
have been a reference to the Spillman 
plan. 


The Domestic Allotment Concept 


The decision of the Democratic candi- 
date to espouse the domestic allotment 
plan in principle appears to have been 
largely the work of M. I. Wilson, self- 
appointed missionary of the idea. Wil- 
son, a former employee of the U. S. De- 
partment of Agriculture, stumped the 
country from one end to the other advo- 
cating crop reduction and adoption of the 
domestic allotment plan. He also button- 
holed members of the entourage of Gov- 
ernor Roosevelt. Among these were 
Henry A. Wallace, later Secretary of 
Agriculture, and Rexford G. Tugwell, 
former professor of law at Columbia 
University and a close associate of Roose- 
velt at this time. Tugwell was converted 
to the domestic allotment principle, and 
is reputed to have persuaded Roosevelt 
to adopt it.87 


In the despair and confusion of the 
campaign days, the influence of candidate 
Roosevelt was enormous, and his plat- 
form was approved even by many op- 
posed to it in principle, simply because 
of his leadership. The Roosevelt espousal 
of the two-price system with some sort 
of production control, therefore, was of 
the utmost importance for the future of 
farm relief. Confirmation of the Roose- 
velt position on farm relief was provided 
in the lame duck session of Congress in 
the fall of 1932 when a bill providing for 
the establishment of a domestic allotment 
plan and the ratio price concept for cer- 
tain basic commodities was submitted to 
the House.68 Any farmer reducing his 
1983 crop acreage or hog production by 
20 percent was declared eligible for pre- 
mium payments. These were to amount 
to the difference between the current 


“See Tugwell, Rexford G., The Stricken 
Land, passim, and Lord, Russell, The Wal- 
laces of Iowa, passim, especially pp. 310- 
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market price and the price received dur- 
ing the period 1909-1914. Allotments 
were to be made by states, by counties, 
and by townships, and some local super- 
vision was provided. A processing tax 
was substituted for the equalization fee. 
The bill was in the nature of a trial bal- 
loon. The organization of the second 
farm bloc in the House in 1932 came too 
late to assure passage of the bill, and, 
while the bill passed the House, it died 
in the Senate. 


The A. A. A. is Born 


Within four days of Roosevelt’s in- 
auguration, Secretary of Agriculture 
Henry A. Wallace called a conference of 
farm leaders to work out a program of 
farm relief. Each of the major farmer 
organizations brought a different plan to 
the conference. The Grange advocated 
the export debenture plan, the Farmer’s 
Union insisted upon price support based 
upon a guaranteed cost of production 
price; and the Farm Bureau supported 
the domestic allotment idea. Agreement 
was quickly reached on the domestic 
allotment plan in combination with the 
ratio price concept, much as the trial 
balloon of the lame duck session. 

The task of writing the bill fell to 
Fred Lee, author of the test legislation 
of the previous session, and now special 
counsel for the Farm Bureau. He was 
assisted by Charles J. Brand, author of 
the first McNary-Haugen bill, by George 
Peek, by Rexford G. Tugwell, by Secre- 
tary Wallace and others. The bill (HR 
3835) was sent to Congress on March 16 
with a request from the President that 
it be acted upon quickly. The House over- 
whelmingly passed the measure with only 
two days debate. The Senate debated the 
bill a month, but it became law on May 
12, 19383. 

The measure sought to raise agricul- 
tural prices (1) by reducing acreage 
planted to certain corps, (2) by regu- 
lating the flow of crops to market, and 
(3) by the removal through government 
agencies of burdensome agricultural sur- 
pluses. Its heart was the ratio price 
principle, now called “parity.” It was 


24 THE ORIGINS OF THE AGRICULTURAL PRICE SUPPORT PROGRAM 


a two-price system in the sense that the 
authors, at least Secretary Wallace, en- 
visioned the disposal of surpluses to the 
needy at prices below the market, or, if 
necessary, gratuitously. It created the 
ASASA. 


While as a federal statute the Agri- 
cultural Adjustment Act was revolution- 
ary, it contained no really new ideas. 
Every major aspect of it was the product 
of a decade of consideration and debate. 
Parity, the emphasis upon “basic com- 
modities,” crop restriction, the process- 
ing tax, marketing agreements, federal 
purchase of surpluses to be dumped at 
whatever price they would bring, all these 
were famiilar to the farmer and to those 
who sought ways and means to find re- 
lief for him during the postwar decade. 


The declared objective of the A. A.A. 
was the reestablishment of “prices to 
farmers at a level that will give agri- 
cultural commodities a purchasing power 
with respect to articles that farmers buy, 
equivalent to the purchasing power of 
agricultural commodities” in the prewar 
period. This was to be accomplished by es- 
tablishing and maintaining “such balance 
between the production and consumption 
of agricultural commodities and such 
marketing conditions therefore” as would 
achieve the desired price rise.6® In other 
words, the prices of agricultural com- 
modities were to be “administered” 
through crop and market control to raise 
them to levels in relation to the prices of 
nonfarm commodities which prevailed be- 
fore the war. That which it was not pos- 
sible to achieve by the individual or vol- 
untary cooperative efforts of the farmer 
acting purely within his economic pre- 
rogatives, would now be sought with the 
aid of law and public funds. These would 
provide the elements of monopoly and 
control to equalize the economic bargain- 
ing power of the farmer selling in mar- 
kets characterized by varying degrees of 
monopolistic competition. 


The price support program was but one 
facet of the farm relief program of the 
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New Deal. Other facets included such 
aid for debtor farmers as a 3 year mora- 
torium on farm mortgage debt, and a 
reduction in annual payments on farm 
mortgage debt. They also included the 
resettlement of marginal farmers, aid to 
tenant farmers seeking to purchase 
farms, rural electrification, and efforts to 
reduce interest rates, taxes on farm 
property, and freight rates. The New 
Deal program of farm relief was com- 
prehensive. 


SUMMARY AND CONCLUSIONS 


The basic problem of the farmer of 
the postwar decade can be summarized 
as too heavy mortgage indebtedness and 
too high break even points for the level 
of prices his products commanded in the 
market. Administration efforts of the 
postwar decade to provide relief were 
contained in a four-point program: (1) 
improved marketing techniques, especially 
through the adoption of the cooperative 
method of marketing, (2) a voluntary ad- 
justment of production to demand, (3) 
enlarged credit facilities for the farmer, 
and (4) a protective tariff. Some of these 
proposals were long range and their suc- 
cessful adoption depended upon the edu- 
cation of the farmer and a greater de- 
velopment of his underlying institutions. 

Three of the Administration’s proposals 
met with the approval of the farmer, 
but, to the farmer as an individual, there 
was little logic in the suggestion that pro- 
duction be curtailed, particularly under 
the pressure of heavy fixed charges. Im- 
patiently, the farmer sought subsidies 
for his surplus production, an objective 
which was crystallized in the two-price 
system of the McNary-Haugen move- 
ment. The political struggle which that 
movement engendered forced the Admin- 
istration to retreat to an ill-fated attempt 
to stabilize prices as the depression of the 
1930’s broke over the economy. 

In the end, the farmer reached his 
goal. The New Deal entered into partner- 
ship with the farmer to raise his prices, 
dispose of his surpluses, force him to 
adjust his production to demand, expand 
his credit facilities, protect him from 
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foreign competition, aid him with scien- 
tific and marketing research, encourage 
the cooperative movement, and reduce 
his burden of debt and fixed charges, his 
real problem. The farmer was to be re- 
stored to a position of equality with in- 
dustry in an economy dotted with grow- 
ing elements of monopoly. 

In conclusion, the price support pro- 
gram is a child of war. It is the product 
of an overexpansion of the supply of 
agricultural commodities for military 
purposes, and of the postwar economic 
suffering resulting therefrom. It is also 
the product of the farmer’s quest for eco- 
nomic security through federal interven- 
tion in the market to support his income 
notwithstanding malinvestment and/or a 
maladjustment between the supply of, and 
the demand for, agricultural commodities. 
In other words, the price support pro- 


gram is an important phase of a partner- 
ship consisting of the farmer and the 
Federal Government, giving the farmer, 
through the political and economic power 
of the Government, some of the advan- 
tages of monopolistic practice in a mar- 
ket in part characterized by monopolistic 
competition. It appears that this rela- 
tionship will continue as long as it may 
be militarily necessary for this nation 
to provide surplus agricultural supplies, 
and as long as the farmer maintains a 
united political front. The magnitude of 
these considerations is such that even 
with declining numbers, the farmer ap- 
pears in no danger of suffering a disso- 
lution of the partnership or of a relaxa- 
tion of federal assistance. In fact, his 
position appears to be so secure that the 
price support program bids fair to be- 
come a tradition. 


‘ 
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The Mills Plan for Corporate Taxation 


by JOHN B. BUNTING, JR.* 


Among the federal revenue revisions 
introduced in 1950 was the so-called 
“Mills Plan" to speed up corporation tax 
collections. This provision is gradually 
replacing four-quarter payment privi- 
lege by a system providing for the pay- 
ment of the full tax liability in the first 
two quarters following the end of the 
taxable year. The scheme shortens the 
lag in corporate collections and gets 
closer to a pay-as-you-go schedule. 


UnpErR tax law before 1951 a corpora- 
tion filed its tax return in the middle of 
the third month following its taxable 
year. At that time it was given the op- 
tion of paying the entire tax or paying 
one-fourth of the tax on that date and 
the remainder of the amount due in three 
more equal quarterly installments. The 
new law shortens the collection lag so 
that all corporation taxes ultimately will 
be paid within five and one-half months 
following the close of the taxable year. 
A gradual transition period is provided, 
however, to prevent impairment of the 
working capital position of corporations 
that have not set aside funds to meet 
their full accrued tax liabilities. 
Operation of the plan is shown in Table 
I. This table applies only to calendar- 
year corporations, which make up about 
three-fourths of the total. Corporations 
whose accounting years end June 30, for 
example, will eventually be remitting the 
full amount of the tax in September and 
December rather than March and June. 
Corporations having other fiscal years 
will follow a similar plan, paying all 
taxes within five and one-half months 
of the end of their tax year. The impact 
of the tax on calendar and fiscal-year 
corporations will be the same—all will 


*John B. Bunting, Jr., is an analyst in the 
Statistical Research Division of the Fed- 
eral Reserve Bank of Philadelphia. He is 

now a candidate for the M.B.A. degree in 

the Temple University School of Business 
and Public Administration. 


eventually complete payment six months 
earlier than under the prior law. The 
plan will be accomplished over a five-year 
period during which each year the tax 
paid in the first and second quarters will 
be increased and the tax paid in the third 
and fourth quarters correspondingly re- 
duced. 


EFFECT ON GOVERNMENT 
FINANCE 


This means that by June 15, 1955, the 
Treasury will have collected all of the 
estimated $12 billion due from corpora- 
tions on earnings for 1954. (See Table 
II) The estimated yearly increase in col- 
lections during the first and second quar- 
ters resulting from the accelerated pay- 
ments for the ensuing period are shown 
below. (The additional collections in each 
year during the transition period should 
be somewhat more than a billion dollars.) 

This windfall accrues to the Treasury 
because tax payments which have been 
paid in the second half of the calendar 
year are gradually shifted to the first 
half. The additional funds obtained under 
the bill in the years 1951 through 1956 
will not be offset by a corresponding re- 
duction in later years unless the pro- 
visions of the plan were to be reversed 
or the tax reduced. (See Table II) How- 
ever, in 1956, total revenues will again 
be $12.0 billion, assuming the same tax 
law. The revenues collected in the period 
of transition instead of in the years im- 
mediately following will be supplanted in 
those years by collections which would. 
have been made in later years under the 
old law. 


From the standpoint of the economy 
as a whole the bill does increase the prob- 
lem of smoothing out the deflationary 
effect of taking large tax bites from the 
civilian economy. Even before this plan 
was in operation, in the first six months 
of the calendar year government receipts 
were excessive relative to receipts in the 
second half of the year. In other words, 
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TABLE I 


Tax Payments of the Calendar-Year Corporations 
Under the Provisions of the Mills Plan 


(CH. R. 8920) 
Percent Payable, by Quarters 
Years: 1950 1951 1952 1953 1954 1955 
25 30 35 40 45 50 
25 30 35 40 45 50 
September 15 ........ 25 20 15 10 5 — 
December 15 ........ 25 20 15 10 5 — 


Source: U. S. Senate Committee on Finance, Hearings on Revenue Act Revisions of 


1950 (H. R. 8920), p. 28. 


the government usually collects billions 
of dollars in excess of expenditures in the 
first six months and pays out billions of 
dollars more than it collects in the latter 
part of the year. The corporation tax 
acceleration plan will accentuate this dis- 
crepancy. 

Since the stepped-up tax payments 
would drain money from the banks in the 
first half of the year, it is expected that 
in the first six months the Treasury will 
pay off short-term obligations held by 
nonbank investors. In this manner, the 


money is put back into the banks. It will 
not necessarily take any funds out of the 
banking system. In the second part of 
the year the government would absorb 
the excessive money flow, as expenditures 
exceed receipts, by selling short-term 
governments. 


EFFECT ON CORPORATION 
FINANCE 


The corporations of this country, taken 
as a whole, appear to be unusually liquid 
at this time on the basis of cash and 


TABLE II 


Effect of the Mills Plan on Corporation Income Tax Payments and Treasury Receipts 
With Assumed Annual Payments of $12.0 Billion 


1950-1955 (Billions of dollars) 


Treasury Treasury 
Quarterly Receipts Receipts 
Date Payment Fiscal years Date ‘ayment Fiscal years 
1949, Sept. 15 $3.0 1953, Mar. 15 $4.8 
Dec. 15 3.0 June 15 4.8 $138.2 
1950, Mar. 15 3.0 Sept. 15 12 
June 15 3.0 $12.0 Dec. 15 12 
Sept. 15 3.0 1954, Mar. 15 5.4 
Dec. 15 3.0 June 15 5.4 13.2 
1951, Mar. 15 3.6 Sept. 15 0.6 
une 15 3.6 18.2 Des. 15 0.6 
Sept. 15 2.4 1955, Mar. 15 6.0 
Dec. 15 2.4 June 15 6.0 13.2 
1952, Mar. 15 4.2 Sept. 15 0.0 
June 15 4.2 18.2 Dec. 15 0.0 
Sept. 15 18 1956, Mar. 15 6.0 
Dec. 15 1.8 June 15 6.0 12.0 


Source: U. S. Bureau of the Budget, The Budget of the United States for Fiscal 1953, 


p. 1202; 1956, added. 
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TABLE III 


Tax Liabilities, Cash, and United States Government Securities of all Corporations 
Except Banks and Insurance Companies, 1949-1951 


(Billions of dollars) 


To 
Year Accrued United States Pg AN Percent Tax 
and Federal Government United States to Cashand 
Quarter Income Taxes! Cash Securities Governments Governments 
1949 
a $11.2 $23.4 $14.0 $37.4 30 
10.6 24.3 14.8 39.1 27 
10.2 25.6 16.0 81.6 32 
9.8 25.9 16.3 42.2 23 
1950 
9.8 24.7 17.4 42.1 23 
Second ...... 10.3 25.9 18.3 44,2 23 
12.3 26.9 19.5 46.4 27 
Pourth: i665 15.5 26.9 19.9 46.8 33 
1951 
16.5 26.2 20.4 46.6 35 


Source: U.S. Securities and Exchange Commission, Working Capital of Corporations, 
Statistical Service Release No. 1624, July 20, 1951. 


1 Yearly tax liability on basis of current earnings. 


governments available, relative to tax li- 
abilities. Hence, they would seem to be 
able to finance the accelerated tax pay- 
ments easily. The relationship between 
federal income tax liabilities and the 
cash plus United States Government se- 
curities, held by all corporations other 
than banks and insurance companies at 
the close of each quarter in the calendar 
years, 1949, 1950 and the first quarter of 
1951 is shown in Table III. This is not 


the whole story, however, since total cur- 
rent liabilities are not known. Moreover, 
liquidity may be based on credit and 
hence, may give evidence of cash position 
without reference to actual requirements. 
The first quarter of 1951 is, of course, 
the first period in which the accelerated 
payments have been effective. In spite of 
the stepped-up tax program, corporations 
held liquid assets valued at almost three 
times their income tax liabilities. 


TABLE IV 


Tax Liabilities, Cash, and United States Governments of all Manufacturing 
Corporations, First Quarter of 1950, Classified by Size of Assets 


(Millions of dollars) 


Asset Accrued United TotalCash Percent Tax 
Classes Federal States an to Cash and 
(thous.) Income Taxes Cash Governments Governments Governments 
Manger $250"... sc... $ 60 $ 312 $ 58 $ 3870 16 
$250 to $1,000 ..... 246 766 269 1,035 24 
$1,001 to $5,000 .... 635 1,476 737 2,218 29 
$5,001 to $100,000 .. 1,984 3,986 2,595 6,581 80 
$100,001 and over... 3,262 4,758 6,286 11,044 30 


Source: U. S. Senate Committee on Finance, op. cit., p. 21. 
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At the time the Bill was being debated 
in the Senate considerable concern was 
expressed over the ability of smaller cor- 
porations to meet the accelerated tax 
payments. A study was undertaken 
showing statistics for manufacturing cor- 
porations classified according to size for 
the first quarter of 1950. This study in- 
dicated that among the smaller corpora- 
tions, the accrued federal income tax lia- 
bilities were an even lower percentage 
of cash plus government securities than 


among corporations of greater size. Also 
the smaller corporations are generally 
the ones that do not elect to pay in in- 
stallments. (See Table IV.) 

It may be observed that while this plan 
increases revenue in the short run as was 
indicated, it also will accelerate any de- 
crease in revenue following from a re- 
duction in tax rates or declining income. 
This will force the Treasury Department 
to adjust to declining revenue more rap- 
idly at some future date. 


| 
| 
] 
| 
i 
i 
] 
i 
i 


Public Opinion and Practical Politics in “The Bank War” 


by ALEXANDER FLEISHER* 


An early example of the methods of 
organizing and directing public opinion 
in politics, this article also develops 
many little known aspects of the politi- 
cal struggle between Andrew Jackson 
and Nicholas Biddle over the renewal of 
the charter of the Second Bank of the 
United States. 


OnE of the best organized and best 
managed pressure groups in American 
history was that developed to secure the 
continuation of the Second Bank of the 
United States in the 1830’s. Every tech- 
nique known to the modern public rela- 
tions expert was used by Nicholas Biddle, 
President of the Bank, and by his op- 
ponent, Andrew Jackson, President of the 
United States. Although the protagonists 
understood fully the importance of secur- 
ing public support for their positions, the 
many studies of the “Bank War” do not 
give an accurate role to the importance 
of public opinion in this struggle. 


Jackson’s statement expressing his de- 
sire to take part in the inauguration of 
his successor, Martin Van Buren, clearly 
indicated his appreciation of the place of 
public opinion. He said, gloatingly, 


“(I) wish to see the great moral pho- 
nomena of one citizen (Martin Van 
Buren) who has been proscribed as 
Minister to London becoming Presi- 
dent, sworn in by another (Roger B. 
Taney) who after being twice rejected 
by the Senate has been made Chief 
Justice of the United States—both 
changes effected by the force of public 
opinion in a free country.” 1 


Biddle also understood the importance 
of public support. In 1830 he wrote that 


*Alexander Fleisher (deceased) was for- 
merly a member of the Economics Faculty 
in the Temple University School of Busi- 
ness and Public Administration. 

i1Andrew Jackson Correspondence, edited 
by John Spencer Bassett, Carnegie Foun- 

dation, Washington, D. C., 1926-35. Vol. V, 
pp. 462-3. The Senate had refused to con- 
firm Van Buren as Minister to London. The 
nomination of Taney as Secretary of the 

Treasury and as Associate Justice of the 
Supreme Court had not been approved. 

Bold type supplied by the writer. 


the Bank “must endeavor to reach the 
understandings of our fellow citizens by 
diffusion of correct views;” 2 in 1831 that 
“nine-tenths of the errors of men arise 
from their ignorance,” 3 that he believed 
in the “irresistible power of truth,” and 
that “our weapons are truth and rea- 
son.” 4 


Appreciating the importance of Jack- 
son’s reputation and the power of the 
position of the President in securing pub- 
licity, Biddle wrote, 

“Mr, Jackson being the President of 
the United States, whose situation 
might make his ignorance mischievous, 
we set to work to disenchant the coun- 
try of their foolery and we have so well 
succeeded that I will venture to say 
that there is no man, no woman, and 
no child in the United States who does 
not understand that the worthy Presi- 
dent was in great error.” 5 
In the attempts to win public favor, 

statements were made in the Annual 
Messages of the President; the assistance 
of members of the Cabinet was sought 
so that their reports would present a de- 
sired position; congressional investiga- 
tions were arranged and committee re- 
ports drafted. Lobbying was widely used. 
Newspapers were controlled or subsi- 
dized; articles, especially such as could 
be reprinted, were prepared for publica- 
tion in them. All feasible pressures were 
brought to bear on individuals. Mail cam- 
paigns were organized; public meetings 
were arranged so that resolutions might 
be passed petitioning the Congress; state- 
ments from leading citizens, including 
former Presidents of the United States, 
were secured and used. 


Candidates favoring one side or the 
other were supported. One of the lawyers 


*Correspondence of Nicholas Biddle, 
Edited by Reginald C. McGrane, Houghton 
Mifflin Co., Boston, 1909. Letter to Mr. 
Robinson, December 20, 1830, p. 122. 

‘Ibid., Letter to Joseph Gates, Esquire, 
March 2, 1831, p. 125. 

‘Ibid., Letter to Enoch Parsons, February 
28, 1831, p. 125. 


‘Ibid., Letter to Charles Jared Ingersoll, 
February 11, 1832, pp. 179-80. 
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for the Bank, John Sergeant, defeated 
for the Vice-Presidency on the same 
ticket with Henry Clay, was chosen a 
United States Senator two years later. 

These examples of the wide variety 
of activities influencing public opinion are 
mentioned incidentally by the historians 
of the period whose emphasis is mainly 
upon political and economic aspects. 

The “Bank War” has been explained 
as the demand for Eastern controlled 
capital by the West in its development 
and as a struggle against “hard money” 
—a bullion currency. It has been con- 
sidered as a struggle between state banks 
and a central bank for the control of 
paper currency. It has been called a fight 
between the rich and the poor. The clash 
of personalities—Jackson and Van Buren 
on the one side and Biddle, Clay, Webster, 
and Calhoun on the other—played its role 
in this conflict. The relatively small corn 
crops of 1831-32 may have been an added 
factor in the timing of this problem.® 
De Tocqueville, with his usual acumen, 
summarizes the story succinctly and with- 
out embellishment: 

“The Bank of the United States was 
established in 1816 ... ; its charter 
expired in 1836. In 1832 Congress 
passed a law to renew it, but the Presi- 
dent vetoed the bill. The struggle con- 
tinues with great violence on either 


side, and it is easy to forecast the 
speedy fall of the bank.” 


Public documents and Clie give much 
information on the efforts to secure pub- 
lic support and to swing public opinion, 
although considerably more information is 
available on the Biddle maneuvers than 
on those of Jackson. This is the result 
of Jackson’s location in Washington and 
his close and continuous contact with the 
Congress while Biddle’s headquarters 
were in Philadelphia. Moreover, Jackson 
could assume the offensive or defensive 


®°Catterall, Ralph C. H., The Second Bank 
of the United States, University of Chicago 
Press, Chicago, 1908, p. 152. See also 
Swisher, C. B., Roger B. Taney, The Mac- 
= Company, New York, 1935, pp. 160- 


7™De Tocqueville, Alexis, Democracy in 
America, Phillips Bradley, Editor, Alfred 
A. Knopf, Inec., New York, 1946, Vol. I, p. 
409, note 84. (De Tocqueville was in the 
United States from May 1831, to February, 


as he wished, relying on his position as 
President, on his reputation as the friend 
of the Common Man, and on his standing 
as the greatest living General. 


ATTEMPTS TO SECURE JACKSON’S 
SUPPORT FOR RECHARTERING 
OF THE BANK 


If the rechartering of the Bank could 
be made an Administration measure, the 
essential point of securing the support of 
the President of the United States and 
his party would have been won. Every 
effort was made to secure Jackson’s sup- 
port, when, in the fall of 1828, the elec- 
tion of Jackson to the Presidency and the 
defeat of Adams seemed assured. General 
Thomas Cadwalader, the chief lobbyist 
of the Bank, went to Nashville to call on 
Jackson, and, in October, immediately 
after the Congressional election in Penn- 
sylvania and New Jersey, Cadwalader 
wrote Jackson asking for suggestions for 
members of the Board of the Nashville 
Branch of the Bank.8 During October or 
November, 1828, Biddle wrote Jackson 
expressing his good feelings in regard to 
the new administration.? In November of 
the following year, (1829), and prior to 
Jackson’s First Annual Message in which 
he questioned the constitutionality and 
expediency of the Bank, Biddle called on 
him in Washington.1° 

Even after the Message and its clear 
indication of the President’s anti-Bank 
position, efforts to win him over con- 
tinued. In June, 1930, Josiah Nichol, 
President of the Nashville Branch of the 
Bank, was instructed to call on Jackson 
in order to win his support.11 Even as 
late as February, 1832, Charles Jared 
Ingersoll, representing the Bank in Wash- 
ington, through Edward Livingston, Sec- 
retary of State and Louis McLane, Sec- 
retary of the Treasury attempted unsuc- 
cessfully to gain Jackson’s support for 


8Jackson Correspondence, op. eit., Vol. 
IV, p. 438. rahe 


*Ibid., Memo on letter, Vol. IV, pp. 84-85. 

of Martin Van Buren, 
Edited by John C. Fitzpatrick, Govern- 
ment Printing Office, 1920, p. 61 8. 

UPresident’s Letter Book, Vol. III, p. 275, 
June 22, 1830. Nichol to a. July 20. 
Quoted by Catterall, op. eit., p. 
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the rechartering of the Bank as an Ad- 
ministration measure.!2 


Presidential Messages and the Veto 


Few have appreciated better than Jack- 
son the unique usefulness of a Presiden- 
tial message to the Congress to present 
an issue to the people in such manner 
as to secure their support. In his first 
Annual Message in 1829 and subse- 
quently, Jackson continued to pose ques- 
tions in regard to the Bank.18 


The first Message, as indicated, ques- 
tioned constitutionality and expediency. 
It stated that the Bank had “failed in 
large measure in establishing a uniform 
and sound currency,” and suggested the 
advisability of a National Bank rather 
than a private one. The second Message 
(December, 1830) called the attention of 
the Congress to the need for ‘possible 
modifications in the system” to relieve 
the “perpetual apprehension and discon- 
tent on the part of the States and the 
people.” 14 When, in 1831, Secretary of 
the Treasury McLane, with the Presi- 
dent’s permission, urged the rechartering 
of the Bank in his Annual Report, Jack- 
son simply referred to his previous mes- 
sages and left the matter “to an en- 


2Correspondence of Nicholas Biddle, op. 
cit., February 21, 1832, p. 183. Even after 
the Bank’s Charter had expired, Biddle 
continued his efforts to secure Administra- 
tion support for a new one. On May 8, 

7, he wrote to Joel R. Poinsett, Secre- 
tary of War under President Van Buren, 
“I have always thought that the best thing 
which Mr. Van Buren could do in reference 
to himself personally, as well as to his 
political party, would be to make peace 
with the Bank—and the present state of 
things furnishes an admirable opportunity 
of accomplishing that object. Why indeed 
should he not? To all the members of the 
Cabinet except one, I personally have al- 
ways stood in a friendly relation, and in 
regard to the President himself there is no 
sort of personal difference. The way would 
therefore be open for a general amnesty— 
which for the sake of the country I am 
willing to consent to—and I do believe 
that just now the effect would be electric 
and decisive.” Ibid., p. 274. 


Richardson, James D., Messages and 
Papers of the President, Government 
Printing Office, Washington, D. C., 1896-99, 
Vol. II, pp. 462, 528-29, 558, 600. 


“De Tocqueville, op. cit., p. 409. “The 
Bank of the United States always held a 
great number of the notes issued by the 
state banks, which it can at any time 
oblige them to convert into cash.... They 
eo with impatience to this salutary 
control...” 


lightened people and their representa- 
tives.” 


The McLane report and the calm tone 
of the President’s Message were the prin- 
cipal reasons for Biddle’s decision to 
apply for a new charter in January, 1832, 
even though the charter did not expire 
until 1836. Clay, nominated by the Na- 
tional Republicans, advised this course 
of action because he wanted the Bank 
made an issue in the Presidential cam- 
paign. Moreover, Biddle and his advisors 
believed that Jackson would not risk the 
repercussions of a veto in an election 
year. 


Biddle and his cohorts were mistaken, 
for Jackson, with the help of Attorney 
General Taney and others, wrote a veto 
message which was a clever propaganda 
and an able campaign document.) It 
appealed to widely held prejudices and 
fears. It stressed the fear of bigness and 
of monopoly; the inherent American hos- 
tility toward the rich and the foreign; 
and, the suspicions of the frontier against 
the financial power of the East. The veto 
message emphasized that the Bank 
“should be purely American” and con- 
trasted the foreign holdings of large 
blocks of bank stock with almost no stock 
(only $140 thousand of the $35 million) 
owned in the “Western and Southwestern 
States.” The capital structure was de- 
scribed as much larger perhaps than 
necessary and much greater than that of 
the First Bank of the United States. It 
was cited as a monopoly created by Con- 
gress and inferred that monopolies are, 
in themselves, anti-social. The Bank 
was represented as the interest of the 
rich and “it is to be regretted that the 
rich and the powerful too often bend the 
acts of government to their selfish pur- 
poses.” 


Perhaps the veto message was, as 
Biddle and Webster believed, faulty in 
fiscal analysis and reasoning, but as cam- 
paign material it was brilliant and Jack- 
son felt that the veto and the veto mes- 
sage were major factors in his re-election. 
The Bank faction erred in believing the 


Richardson, op cit., Vol. II, pp. 576-91. 
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message weak, and made the further mis- 
take of reprinting a large edition and 
distributing copies widely. The election 
results show again that Jackson was a 
master manipulator of public feeling and 
thinking. When faced with the problem 
of “meeting his public,” Jackson ignored 
his previous arguments supporting the 
constitutionality of the Bank Law, the 
need of a good currency, and his fear of 
all banks.16 


Jackson’s Message of December, 1832, 
followed the injection of the Bank ques- 
tion into the 1832 presidential campaign. 
In the previous summer Jackson had 
vetoed the bill with his stinging state- 
ment after which he had swept the coun- 
try and been re-elected. Believing that 
he had a mandate from the people to 
curb the Bank, he pressed for an inquiry 
of the institution, embracing the branches 
as well as the principal Bank. The threat 
to withdraw government deposits from 
the Bank was indicated by the remark 
that conditions “justly incite the appre- 
hension that it (the Bank) is no longer 
a safe depository for the money of the 
people.” 


Reports for Secretaries of the Treasury 


Under the law establishing the Bank, 
the Secretary of the Treasury was re- 
quired to keep the Congress informed of 
its status. This presented an opportunity 
for publicity from an official source. 
Richard Rush, Secretary of the Treasury 
under Adams had praised the achieve- 
ments of the Bank in his Report in 1828. 


McLane, while Secretary of the Treas- 
ury, was in close touch with Biddle. Dur- 
ing a visit to Philadelphia in October, 
1831, tactics in support of the Bank were 
already being mapped. President Jack- 
son was to be urged to refer only to his 
previous Messages in regard to the Bank 
while McLane, in his report, was to sup- 
port it.17 This was accomplished and 
Biddle wrote in December, 1831, 


’For arguments see Hildreth, Richard, 
Banks, Banking and Paper Currency, S. K. 
— and Company, Boston, Mass., 1840, 
p. 86. 

“Correspondence of Nicholas Biddle, op. 
cit.. Memorandum re visit of McLane, Oc- 
tober 19, 1831, p. 128. 


“Mr. McLane’s report is all that his 
friends could wish. It is much fitter 
for a President’s message than the 
President’s message itself.” 18 

However, after Taney became Secretary 
of the Treasury, in the Report of 1834 
he supported Jackson’s withdrawal of the 
Government’s deposits from the Bank. 


THE CONGRESS 

Both sides appreciated that Congres- 
sional committee investigations, reports, 
and motions could be used for publicity 
and that Congress could be utilized as a 
sounding board for expressing opinions. 
If the issue was a major one, reasonably 
full reports in the newspapers were as- 
sured. 


Moreover, the renewal of the charter 
lay in the hands of the Congress. In con- 
sequence, every effort was made to win 
the support of influential senators and 
representatives. The Bank was particu- 
larly active in developing programs to 
assist members of Congress. Arrange- 
ments were made by which drafts for 
salaries would be made payable in any 
city and by which advances on salaries 
could be secured. Loans on favorable 
terms were made to Congressmen. Ap- 
parently larger loans were made to op- 
ponents than to friends of the Bank in 
an effort to gain support. 


At least two outstanding Senators who 
were supporters of the Bank were on its 
payroll at one time. In 1833 Daniel 
Webster wrote Biddle, 


“I believe my retainer has not been 
renewed or refreshed as usual. If it be 
wished that my relation to the Bank 
should be continued, it may be well to 
send me the usual retainer.” 19 


Clay, for a period, represented the Bank 
in the West. On the other hand, at least 
one Congressman felt that he should be 
free of entanglements. John Quincy 
Adams, who had returned to the House in 
1831, wrote, 


“I was so decidedly in favor of the 
Bank that I had, on last passing 


Ibid., Letter to Asbury Dickins, Es- 
quire, (Chief Clerk in the Treasury De- 
partment), December 20, 1831, p. 146. 

’Ibid., December 21, 1833, p. 218. Re- 
fused, December 25, 1833. 
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through Philadelphia, divested myself 

of all personal interests in its con- 

cerns.” 20 

Representatives of the Bank were con- 
tinually in Washington while the Con- 
gress was in session and frequently on 
other occasions. In addition, each branch 
office of the Bank had one or two emi- 
nent local lawyers assigned to it. Whether 
the members of the board of the branches 
were used to support the bank position 
is not clear. Cadwalader was particularly 
active with members of the Congress and 
Horace Binney, one of the chief attorneys 
of the Bank, was in Washington during 
the first half of 1832 seeking to assist in 
getting a new charter for the Bank 
through Congress. Biddle himself was in 
Washington from May 20 to June 5, 1832, 
and again after July 3, the day that the 
Bill finally passed the House of Repre- 
sentatives. Six days before the Bill passed 
the Senate he was host to a number of 
Senators.21 


Congressional Committee 
Investigations and Reports 


In 1830 a Committee, under the Chair- 
manship of Senator Smith, submitted a 
report favorable to the Bank which was 
almost the verbatim restatement of data 
prepared by Biddle. A House Committee, 
with McDuffie as Chairman, in its report 
also followed the Biddle statement, dis- 
agreeing with Jackson’s statement in his 
Message that the Bank had not given the 
country a sound currency.22 Meanwhile, 
Jackson adherents in the Congress were 
not idle. An unsuccessful effort was made 
to have the section of the 1829 President’s 
Message on the Bank referred to a favor- 
ably disposed Select Committee instead 
of the hostile House Ways and Means 


“Memoirs of John Quincy Adams, J. B. 
Lippincott & Co., Philadelphia, 1876, Vol. 
VIII, December 24, 1831, p. 443. The sale 
had been arranged November 9, 1831. 

“Correspondence of Nicholas Biddle, 
ecit., Letter to Cadwalader, June 5, 1832, 
191. Biddle kept in close touch with the 
feeling of the members of Congress. See 
1390" p from John Norvall, December 19, 
1830, p. 121. Cadwalader letters December 
23 ne “December 25, 1831, pp. 152, 

2H. R. 358. 21st Congress, 1st 
See President’s Letter Book, Vol. III, 
118. on in Catterall, op. cit., p. 198, 
note 3. 


Committee. Senator Benton presented a 
resolution against the renewal of the 
Bank’s charter, apparently not with any 
thought of its passing, but to give him 
the opportunity of making a rabble-rous- 
ing speech.23 

In the spring of 1832, the supporters 
of the Bank made an unsuccessful at- 
tempt to forestall an investigation. The 
Committee submitted a majority report 
against the Bank and two minor ones 
favoring it. 

Immediately on receipt of the Veto 
Message by the Senate, Webster and Clay 
made long speeches attacking the Presi- 
dent which were widely circulated for 
publicity purposes. The threat of the 
withdrawal of the Government’s deposits 
brought forward reports showing the 
soundness of the Bank.?4 


Memorials 


Memorials to Congress were numerous. 
A number of the state legislatures and 
meetings of private citizens passed reso- 
lutions on the Bank question. The Penn- 
sylvania Legislature in 1830, by Reso- 
lution, urged the Congress to continue 
the Bank. On the other hand, in spite of 
Biddle’s efforts, the New York Legisla- 
ture went on record against rechartering. 
The Republican members of the New 
Hampshire legislature did the same. In 
a letter to Gardner Greene, reputed the 
wealthiest citizen of Boston, Biddle re- 
ported that the citizens of Philadelphia 
were forwarding a petition to Congress. 
He suggested the value of securing a 

“strong and general of the 

sense of ay th community so that Con- 

gress may apprize of, sone real 
sentiments the country.” 

Resolutions and petitions were con- 
sidered important. Clay wrote to Biddle 
suggesting a meeting in Philadelphia to 
memorialize Congress for restoring de- 


8Catterall, op. cit., p. 205. 


*One of several was the Report of the 
House Ways and Means Committee on 
March 1, 1833. Polk and two other mem- 
bers submitted a minority unfavorable re- 
port. The House supported the majority 
report by a vote of 109 to 46. 

Correspondence of Nicholas Biddle, op. 
eit., January 16, 1832, p. 170. 
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posits.26 John Quincy Adams reported 
that a petition to the same end by ten 
banks in Philadelphia was received by 
the House on December 30, 1833.27 Dur- 
ing the following February (1834) depu- 
tations from Philadelphia, New York, and 
Baltimore called on the President and 
the House urging the same thing.?8 


The two issues, the question of rechar- 
tering the Bank and, after 1832, the with- 
drawal of deposits became mixed. The 
inevitable result appears to have been 
confusion in the public mind. 


Letters from Prominent Citizens 

Biddle secured the support of two liv- 
ing ex-Presidents, Madison and Monroe. 
President Madison wrote to C. J. Inger- 
soll in Harrisburg, February 2, 1831, and 
again on May 25, contradicting the Jack- 
son statement that the Bank Act was un- 
constitutional. Ex-President Monroe took 
the same position.29 In addition, yeoman 
service in support of the Bank was being 
rendered by John Q. Adams in the House 
of Representatives. On the other side, 
Governor Wolf of Pennsylvania in his 
message in 1834 denounced the Bank. 
Governor Marcy of New York did the 
same, 

The directors of the Branch Banks, for 
the most part, were held in high esteem 
by their communities and were used by 
the Bank to push its position. In 1827, 
in reply to a suggestion that the Board 
of the Branches be balanced politically, 
Biddle wrote that this was not a primary 
consideration although it should not be 
disregarded.29 He maintained this posi- 


*Ibid., December 21, 1833, p. 218. 


“Memoirs of John Quincy Adams, op. cit., 
Vol. IX, p. 61. - 

*Ibid., February, 1834, Vol. IX, p. 93. 

*»Catterall, op. cit., pp. 204-5. Individuals 
who were opposed to the Bank found them- 
selves socially ostracized. The friends of 
the Bank demanded conformity. Richard 
Rush, son of a signer of the Declaration of 
Independence and Secretary of the Treas- 
ury under John Q. Adams, wrote the latter 
complaining of being persecuted because 
of his opposition to the Bank. Memoirs of 
John Quincy Adama, op. cit., Vol. IX, p. 35. 
See Schlesinger, Arthur Jr., The Age of 
Jackson, Little, Brown and Co., Boston, 
1945, p. 202 for other examples. 

*Correspondence of Nicholas Biddle, op. 
ett., Letter to Campbell P. White, New 
York merchant and Congress, November 
27, 1827, p. 42. 


tion publicly. However, to protect his 
nonpolitical position, Biddle dropped all 
members of Congress from the Board of 
Directors of all Branch Banks.3! 


Direct Mail Campaigns 


Biddle used direct mail campaigns. He 
wrote to Joseph Gales, co-editor of the 
National Intelligencer and the firm of 
printers for the House of Representa- 
tives, asking for a copy of his mailing 
list.82 

A campaign of letters addressed to 
President Jackson urging changes in his 
policy is described in a letter of Francis 
P. Blair, co-owner of the Washington 
Globe, the administration newspaper.33 


The franking privileges given to the 
Bank were used extensively. 

“Rives (Blair’s partner in the owner- 
ship of the Globe) made a calculation 
for me, showing that largely upwards 
of an hundred thousand dollars have 
been filched from the Department in 
the fraud of giving the Bank the benefit 
of franking privilege for upwards of a 
million of speeches it published to de- 
stroy you. (Jackson)... ” 34 


Reprints 

The Stationery and Printing Account 
of the Bank show marked increases in 
the periods of the major Congressional 
struggles. In the last six months of 1829, 
the amount shown, evidently for normal 
Bank needs, was under $4,000. This in- 
creased to $7,000 in each of the two six- 
month periods of 1830. In the first half 
of 1831 the corresponding figure was al- 
most $30,000. This was reduced to $12,000 
and later $10,000 in two succeeding 
periods, rising to $26,500 in the second 
half of 1832. The latter were the months 
succeeding the Veto and the months pre- 
ceding, the presidential election cam- 
paign.35 Possibly some bills incurred 


%1[bid., Letter to Nathaniel Silsbee (Sena- 
tor from Massachusetts) November 21, 
1831, p. 135. Catterall, op. eit., p. 208. 

§$bid., March 2, 1831, p. 126. 

8’Quoted, Van Buren, Martin, Autobiog- 
raphy, op. cit., pp. 607-9. 

Correspondence, op. cit., Vol. 

» 


SIbid., Vol. V, pp. 160-165. Report of 
Directors to Jackson, August 
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during the first half year, during the 
struggle to pass the Bill to recharter 
the Bank, may have been carried over. 


The articles reprinted by the Bank 
covered a wide range. The 1830 McDuffie 
Report to the House of Representatives 
had been published, with additions, in the 
American Quarterly Review. Seven thou- 
sand dollars ($7,000) was set aside for 
reprints of this article and for one on the 
“Currency and Banking System of the 
United States” by Albert Gallatin, then 
a New York banker, in the November, 
1830, issue.36 The first, as indicated 
above, had been written for all practical 
purposes, by the Bank. The latter was 
written at the Bank’s suggestion. 


Late in 1833, Colonel Hamilton wrote 
to Jackson, 

.. as to Mr. Gallatin’s Book on 
Banking I have been informed by a 
Gentleman in whom I have perfect 
confidence that this Book was written 
by Mr. G. under an understanding that 
he was to be rewarded for it, by the 
Presidency of the New York Branch 
and that when Mr. Biddle found that 
arrangements could not be made he 
offered to pay Mr. G. $1,000 for his 
labour.” 37 

However, Henry Adams in his Life of 

Albert Gallatin states categorically, but 

without proof, that the latter “. . . not 

only received no compensation from the 

Bank but declined the ordinary pay of 

contributors to the Review.” 38 


Reprints were made of an article by 
Professor George Tucker of the Univer- 
sity of Virginia on the Report of the 
Smith Senate Committee on Finance, and 
50,000 reprints of the National Gazette 
and supplements were purchased. Thirty 
thousand copies of the Jackson Veto 
Message of the Bill to recharter the Bank 
were printed, evidently in the belief that 
the public would resent it. However, the 
largest run was that of Webster’s speech 
attacking Jackson’s Veto. The report of 


“ 


*Ibid., Vol. V, p. 161. 

8%7Ibid., December 9, 1833, Vol. V, pp. 233- 
4. See also letter, Hamilton to Jackson, 
September 25, 1833, Vol. V, p 

*Adams, Henry, Life of Albert Gallatin, 
J. B. Lippincott & Co., Philadelphia, Pa., 
1879, p. 639. 


the Government Directors shows 63,000 
copies printed. Swisher in his Life of 
Taney states that there were over 140,000 
reprints.29 There were many other re- 
prints during the last years of the Bank, 
in editions of varying sizes and on a wide 
variety of subjects. 


After the Congressional investigating 
committee submitted its report in the 
spring of 1832, 6,000 copies of the mi- 
nority report of Adams and of Wat- 
mough were ordered from Gales.4° 


NEWSPAPERS AND MAGAZINES 
The Bank 


“resolved to leave no means of vic- 
tory untried. The services and good- 
will of the . .. leading editors of the 
country were secured by loans upon 
favorable terms or the shape of pay- 
ments for printing.” 


This applied to magazines as well as to 
newspapers. 


“The North American Review was 
taken into pay; and the American 
Quarterly was either enlisted or en- 
tered as a volunteer.” 41 


The power of the financial interests 
over the press was criticized at an earlier 
date. A Philadelphia Workingmen’s Com- 
mittee stated in 1829: 


“Even now it is impossible to obtain 
entrance into many papers for free 
disquisitions of the (banking) system. 
The conductor of a public journal who 
ventures on so bold a step risks his 
means of subsistence.” 42 


Large loans were made to publishers 
and they were allowed to overdraw their 
accounts. Examples are abundant. Gales 
and Seaton of the Washington Intelli- 
gencer, a supporter of the Bank, at one 
time owed over $44,000; Jasper Harding 


*Speech, Register of Debates in Con- 
gress, Senate, July 11, 1832, p. 1240. Swisher 
op. cit., pp. 199-200. Van Buren wrote: 
“Copies were stricken off by the million 
at the expense of the Bank and the de- 
sign was to bring it as nearly to every 
man’s door as was possible.” Autobiog- 
raphy, op. cit., p. 780. 

“Correspondence of Nicholas Biddle, op. 
eit., Letter to John Watmough, May 11, 
1832, p. 190. 

“Hildreth, op. eit., pp. 85-86. 

“Free Trade Advocate, May 16, 1829. 
Quoted yi Schlesinger, Arthur, Jr., op. cit., 
Note 13, 2. 
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of the Pennsylvania Enquirer owed 
$37,000.43 
Jackson felt that the Bank’s funds were 
used to influence publishers. He said that 
it, 
ee . has been disclosed that some 
of the ‘largest sums (loaned) were 


granted on very unusual terms to the 
conductors of public opinion.” 44 


The effect of the loans was marked. 


“The most celebrated example was 
the reversal of the policies of the New 
York Courier and Enquirer, formerly 
a strong Jackson paper, on receivin 
loans which aggregated $53,000.” 45 

However, Biddle was careful at times to 
protect himself from possible criticism 
on this score. In a letter of Joseph Hemp- 
hill, a Pennsylvania Congressman, he 
wrote that he was willing to lend Duff 
Green of the Washington Telegraph 
$20,000 but there must be no thought 
of pressure on Green. There was no idea 
back of it except good business.*6 


Biddle felt that publishers should be 
paid for inserting articles favoring the 
Bank. The articles might properly be 
classed with announcements in regard to 
any services or merchandise for which 
payment would normally be made. He 
was willing to pay $1,000 for the inser- 
tion of articles in specific newspapers.*7 
He considered publishing letters in news- 
papers wise; and the Bank did this, when 
it was feasible.48 “Meanwhile the Jack- 
son partisans were not idle. The Globe 
(Washington) fulminated against the 
bank in most violent fashion.” 49 

In the contest for newspaper support, 
the Biddle techniques of loans and pay- 
ments to publishers were successful. Of 
course, the fact that the business ele- 


*For these and other examples see Cat- 
terall, op. cit., p. 256. 

“Statement to Cabinet. Raptoepber 18, 
1833. Richardson, op. cit., Vol. III, p. 6. 

“Schlesinger, op. cit., p. 92, note 13. 

“Correspondence of Nicholas Biddle, op. 
cit., February 10, 1831, p. 124. 

‘Ibid., Letter to Lawrence, February 8, 
1831, p. 123. Letter to James Hunter, 
Cashier of Nashville Branch, May 4, 1831, 


“Ibid., Letter from C. J. Ingersoll, Febru- 
ary 9, 1832. 
*Catterall, op. eit., p. 205. 


ments, in large part, supported the Bank 
and its position was a factor in assuring 
newspaper support. Van Buren estimated 
that three-fourths of the press favored 
the Bank.5° 


POLITICAL ACTIVITIES 


The Bank was under continuous criti- 
cism for political activities and for tak- 
ing part in elections in order to secure 
the choice of persons favorable to it. The 
situation after 1828, when Jackson was 
first elected President, was not greatly 
different than before that time. 


“The Second Bank of the United 
States, like the first, and as such banks, 
of necessity, always must be, was in 
its origin quite as much a political and 
a party, as a mercantile institution.” 5! 

At the founding of the Bank in 1816 
Madison selected Government Directors 
(five of the 35) from members of his own 
Party, even securing selection of his own 
man as President. 


The most serious of the charges of 
political activity were those made against 
Jeremiah Mason who had been appointed 
President of the Portsmouth Branch at 
the suggestion of Webster. Later they 
were shown to be groundless. The charges 
against the branches at Lexington, 
Charleston, and New Orleans were for- 
warded by Biddle to these branches and 
were denied. In fact, one Lexington di- 
rector, who was a strong Jackson sup- 
porter, stated the charges of political 
activity by the Kentucky branches were 
ungrounded.52 


Both deTocqueville and Hildreth who 
had reasonable opportunities to observe 
the situation and to hear the rumors felt 
that there was a strong suspicion of 
political activity.53 However, there are 
quite a number of Biddle’s letters 
which indicate that his prime interest 
was in the Bank and that he did not 


wa Buren, Autobiography, op. cit., p. 


Hildreth, op. eit., p. 70. 
Catterall, op. cit., p. 187. 


8De Tocqueville, op. ef . 409. Hil- 
dreth, op. cit., p. 7 70. 
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want to become politically involved.54 In 
fact, in July, 1832, three days after the 
Veto of the Charter, he wrote that to 
interfere in the Presidential election of 
that year “would be a departure from the 
duty which the Bank owes to the coun- 
try.55 

Perhaps the question is one of defi- 
nition. Biddle took the opposite position 
in 1836 before the Pennsylvania Legis- 
lature in discussing the Bill granting the 
Bank a charter. He stated categorically 
that the stockholders of the Bank would 
refuse the charter if clauses such as one 
stating “if the Bank interfered with poli- 
tics its Charter may be repealed,” or one, 
“prohibiting the Bank from publishing 
documents” were incorporated. These 
would be unacceptable as would any 
others “which might be construed into 
a reproach on their past administration 
of their affairs.” 56 This would certainly 
indicate that these or similar activities 
had been carried on, and that Biddle 
thought them proper and necessary. It 
seems probable that the 

“principal counsel of the bank made 

speeches and held political meetings 

all over the country and the bank 

printed and distributed a vast number 


of pamphlets in its own defense, and 
attacking the administration.” 57 


On the other side, Jackson believed that 
Bank funds were used for political pur- 
poses and so stated in his 1833 Message 
to Congress.58 


Intentionally or unintentionally, the 
Bank had been made a major issue of the 
1832 campaign. It was done, on the one 
hand, by Jackson’s continuing attacks on 
the Bank, beginning with his first Mes- 


Correspondence, Nicholas Biddle, op. 
eit., Biddle to Senator Samuel Smith, De- 
cember 29, 1828, p. 63; to John Harper, 
Cashier of Lexington Branch, January 8, 
1829, pp. 67-68; to George Hoffan, Novem- 
ber 22, 1829, p. 87. Catterall, op. eit. p. 
243 says, there never has been an 
evidence produced to show that the ban 
as a national bank ever spent a dollar cor- 
ruptly.” 

SCorrespondence, Nicholas Biddle 
cit., Letter to William J. Bucknor, July 13 
1832, p. 195. 

*Ibid., to William B. Reed, Janu- 
ary 15, 1836, p. 261. 


Hildreth, cit., p. 86. 
Richardson, op. cit., Vol. III, p. 30. 


sage to Congress, and, on the other, by 
Biddle’s forcing of the issue of a new 
Charter in a Presidential election year 
because he thought that Jackson would 
not risk vetoing it. As the campaign 
gained momentum, every propaganda and 
public opinion technique was used to the 
utmost extent possible. 


USE OF FINANCIAL PRESSURES 
TO AFFECT PUBLIC OPINION 

A series of political and economic hap- 
penings must be remembered in consider- 
ing the claim of the Jackson adherents 
that the recession of 1833-34 was induced 
by the Bank to frighten the country and 
to force the reversal of the decision to 
withdraw Government deposits. The Bill 
for a continuation of the Bank was vetoed 
by Jackson in July, 1882; in November he 
was re-elected President of the United 
States; in October, 1833, after lengthy 
discussion, Federal deposits were no 
longer placed in the Bank of the United 
States. It was clear that the Bank Char- 
ter would not be renewed when it ex- 
pired in 1836. 

During 1831-32, there war a rapid ex- 
pansion of loans by the Bank. This may 
have been normal and proper procedure 
during a period of prosperity. Moreover, 
the paying off of Federal debt made 
necessary other forms of investment.59 
On the other hand, Jackson may have 
given a correct interpretation of the loan 
expansion when he wrote: 

“It is confidently believed that the 
leading object . . . was to bring as 


large a portion of the people as possible 
under its power and influence.” 69 


When business slowed down after the 
middle of 1832, loans were reduced by 
the Bank. This coincided with the period 
immediately after the Charter Veto. 
Whether the reduction of loans caused 
the slowing down of business or whether 
the recession in business came first, is 
not clear. However, no new loans were 
made in the West in August and Septem- 
ber of 1832. Van Buren and Jackson felt 
that the tight money situation was 


“Catterall, op. cit., pp. 135, 145, 152, 158ff. 


“Statement to Cabinet. 18, 
1933. Richardson, op. eit., Vol. 
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brought about by the Bank and continued 
to use this argument to mold public 
opinion. They blamed Biddle for the 
distress.61 Money remained tight during 
1833 and the recession became more 
serious later in the year. Every effort 
was made to arouse public opinion. The 
situation and the techniques used are 
described by Hildreth writing a few years 
later: 

“The pressure (on loan reduction) 
increased. The bank declared that it 
had been wholly caused by the removal 
of the deposits; and that measure be- 
came the subject of energetic remon- 
strance on the part of the merchants. 
The opposition to the administration 
took fresh courage; it was resolved to 
avail themselves of the _— excited 
state of the public mind... . 

“To work up the courage and the 
enthusiasm of this forlorn hope to the 
pitch of desperation, it was judged 
necessary to aggravate the panic and 
distress by every possible means. Pub- 
lic meetings were collected, speeches 
were made, resolutions were passed, 
the newspaper teemed with the most 
exciting and inflammatory appeals; 
Sundays and working days were all 
one. Long lists of failures were osten- 
tatiously paraded; the most terrible 
stories were told of ratio of interest. 
Even the boldest were more or less 
alarmed.” 62 
The financial pressures continued. Re- 

quests from merchants and other local 
personages for a change of Bank policy 
were general. As late as June, 1834, 
Biddle apparently felt that a reversal of 
public opinion and of Jackson’s policy 
could be forced. He wrote to Senator 
Alexander Porter of Louisiana that the 
banks of his State would receive help if 
11 votes in the House of Representatives 
were changed.® 


The financial situation did not force a 
shift in the Jackson position nor did the 
stream of memorials to Congress. 


|. the firmness and obstinancy of 
the President and the steadiness of his 
political supporters proved more than 


Van Buren, Autobiography, op. cit., pp. 
641-42, p. 717ff. Richardson, op. cit., Vol. 


drawal of the deposits.” Vol. IX, p. 17. 
*Correspondence, Nicholas Biddle, op. 
cit., June 14, 1834, p. 236. 


a match for the fierce onslaughts of the 
assailants.” 64 


However, the situation began to clear 
during the first half of 1834. Biddle may 
have been forced to abandon his deflation- 
ary policy in the spring of that year be- 
cause of the pressure of Boston and New 
York businessmen. 


CONCLUSION 

All possible means of influencing pub- 
lic opinion had been used but the charter 
had not been renewed nor had govern- 
ment deposits been returned to the Bank 
and to its branches. In spite of, or be- 
cause of, his Veto of the Bill to renew 
the Charter, Jackson was re-elected in 
1832 and in 1836 took strong initiative 
in selecting his successor, Martin Van 
Buren. 

Biddle reached the high point in his 
public relations program when he carried 
the Bill for the new Charter for the Bank 
through the Senate and the House of 
Representatives in the spring and early 
summer of 1832, though it was later 
vetoed. 

Two contemporary analyses summarize 
the situation and evaluate the reason for 
the failure of the Biddle public opinion 
techniques. They appealed primarily to 
the wealthier interests and only indirectly 
through the press to the general public. 
Jackson and his supporters went directly 
to the people because they had faith in 
them. De Tocqueville wrote that Jackson 
was encouraged to attack the Bank “by 
the conviction that he was supported by 
the secret inclinations of the majority.” 65 
Taney, the Attorney General, wrote 
President Jackson in the midst of the 
struggle over the removal of the “de- 
posits:” 

“T rely at all times with confidence 


on the intelligence and virtue of the 
peoples of the United States.” 66 


The vocal and interested minority had 
been defeated by those who spoke for the 
silent majority, and in their language. 


“Hildreth, op. cit., 89. For Jackson's 
opinion see Seventh Annual oe De- 
1835. Richardson, op. cit., ol. III, 
DP. 
®De Tocqueville, op. cit., p. 409. 
*Jackson op. cit., Vol. 
V, p. 148. August 5, 1833. 
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} Dp. 31. op. 147. 

4 *Hildreth, op. cit., p. 89. See John hg 4 

| Adams, Memoirs., op. cit. ‘There is muc 

H agitation in the public mind in the with- 


Philadelphia Business Index 


The September 1950 issue of the Bul- 
letin presented a new index of general 
business conditions in the City of Phila- 
delphia. This series, prepared by Robert 
T. Kline, and designed to reflect eco- 
nomic activity exclusively within the 
boundary of the city, was based upon a 
combination of statistical data repre- 
senting (1) industrial electric power 
sales; (2) indexes of employment and 
employee-hours; (3) department store 
sales!; (4) bank debits; and (5) total con- 
struction. Because the method of report- 
ing certain data is under revision by the 
originating agency, the change in aver- 
age weekly hours worked and the monthly 
change in total employment in the Phila- 
delphia metropolitan area, both prepared 
by the Pennsylvania Bureau of Employ- 
ment and Unemployment Compensation, 
have been substituted for (2) above. This 
is a temporary expedient to maintain 
continuity of the index. The original 
data series will be restored after revi- 
sion, probably by early 1952. It will be 
noted that the decrease in the index dur- 
ing the summer of 1951 is due almost ex- 
clusively to the decline in the construc- 
tion and bank debits components, both of 


which have undergone no change in form. 
The following table presents the index 
for the years 1939 through 1950 and by 
month from January, 1951.2 


Index of General Business Conditions, 
City of Philadelphia, 1947—100 


1951 
Year Index Month Index 
1939 73 Jan. 117.6 
1940 17 Feb. 113.3 
1941 96 Mar. 112.9 
1942 99 Apr. 114.3 
1948 106 May 113.2 
1944 106 June 109.2 
1945 98 July 107.3 
1946 100 Aug. 108.9 
1947 100 Sept 111.1 
1948 103 Oct. 109.3 
1949 97 Nov 106.6 
1950 108 Dec. 108.6 
1951 111 Jan.(1952) 109.2P 


P = preliminary. 


1The revised index of Department Store 
Sales, published by the Federal Reserve 
Bank of Philadelphia, has been used in the 
composite index since October, 1951. 


2Robert T. Kline, “A Measurement of 
General Business Conditions in the City of 
Philadelphia,” Economics and Business 
Bulletin, School of Business and Public Ad- 
ministration, Temple University, Philadel- 
phia, Pa., September, 1950, pp. 33-40. 


= 
= H 
| | 
| 
} 
i 


| 
i 


| 
} 
| 


